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SECURITIES  ACT  OF  1933 


SECUEITIES  ACT  OF  1933 

AN  ACT  To  provide  full  and  fair  disclosure  of  the  character  of  securities  sold  in 
interstate  and  foreign  commerce  and  through  the  mails,  and  to  prevent  frauds 
in  the  sale  thereof,  and  for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^ 

TITLE  I 

SHORT  TITLE 

Section  1.  This  title  may  be  cited  as  the  "Securities  Act  of  1933". 

DEFINITIONS 

Sec.  2.  "When  used  in  this  title,  unless  the  context  otherwise 
requires — 

(1)  The  term  "security"  means  any  note,  stock,  treasury  stock, 
bond,  debenture,  evidence  of  indebtedness,  certificate  of  interest  or 
participation  in  any  profit-sharing  a^eement,  collateral-trust  certifi- 
cate, preorganization  certificate  or  subscription,  transferable  share, 
investment  contract,  voting-trust  certificate,  certificate  of  deposit  for 
*a  security,  fractional  undivided  interest  in  oil,  gas,  or  other  mineral 
rights,  or,  in  general,  an}'  interest  or  instrument  commonly  known 
as  a  '•security",  or  any  certificate  of  interest  or  participation  in,  tem- 
porary or  interim  certificate  for,  receipt  for,  guarantee  of,  or  warrant 
or  right  to  subscribe  to  or  purchase,  any  of  the  foregoing. 

(2)  The  term  "person"  means  an  individual,  a  corporation,  a  part- 
nership, an  association,  a  joint-stock  company,  a  trust,  any  unincor- 
porated organization,  or  a  government  or  political  subdivision  thereof. 
As  used  in  this  paragraph  the  term  "trust"  shall  include  only  a  trust 
where  the  interest  or  interests  of  the  beneficiary  or  beneficiaries  are 
evidenced  by  a  security. 

(3)  The  term  "sale"  or  "sell"  shall  include  every  contract  of  sale  or 
disposition  of  a  security  or  interest  in  a  security,  for  value.  The  term 
"offer  to  sell",  "offer  for  sale",  or  "offer"  shall  include  every  attempt  or 
offer  to  dispose  of,  or  solicitation  of  an  offer  to  buy,  a  security  or 
interest  in  a  security,  for  \'alue.  The  terms  defined  in  this  paragraph 
and  the  term  "offer  to  buy"  as  used  in  subsection  (c)  of  section  5  shall 
not  include  preliminary  negotiations  or  agreements  between  an  issuer 
(or  any  person  directly  or  indirectly  controlling  or  controlled  by  an 
issuer,  or  under  direct  or  indirect  common  control  with  an  issuer)  and 
any  underwriter  or  among  underwriters  who  are  or  are  to  be  in  privity 
of  contract  with  an  issuer  (or  any  person  directly  or  indirectly  con- 
trolling or  controlled  by  an  issuer,  or  under  direct  or  indirect  common 
control  with  an  issuer).  Any  security  given  or  delivered  with,  or  as  a 
bonus  on  account  of,  any  purchase  of  securities  or  any  other  thing, 
shall  be  conclusively  presumed  to  constitute  a  part  of  the  subject  of 
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such  purchase  and  to  have  been  offered  and  sold  for  value.  The  issue 
or  transfer  of  a  right  or  privilege,  when  originally  issued  or  trans- 
ferred with  a  security,  giving  the  holder  of  such  security  the  right  to 
convert  such  security  into  another  security  of  the  same  issuer  or  of 
another  person,  or  giving  a  right  to  subscribe  to  another  security  of  the 
same  issuer  or  of  another  person,  which  right  cannot  be  exercised 
until  some  future  date,  shall  not  be  deemed  to  be  an  offer  or  sale  of 
such  other  security ;  but  the  issue  or  transfer  of  such  other  security 
upon  the  exercise  of  such  right  of  conversion  or  subscription  shall  be 
deemed  a  sale  of  such  other  security. 

(4)  The  term  "issuer"  means  every  person  who  issues  or  proposes 
to  issue  any  security;  except  that  with  respect  to  certificates  of 
deposit,  voting-trust  certificates,  or  collateral-trust  certificates,  or 
with  respect  to  certificates  of  interest  or  shares  in  an  unincorporated 
investment  trust  not  having  a  board  of  directors  (or  persons  per- 
forming similar  functions)  or  of  the  fi^ed,  restricted  management, 
or  unit  type,  the  term  "issuer"  means  the  person  or  persons  perform- 
ing the  acts  and  assuming  the  duties  of  depositor  or  manager  pur- 
suant to  the  provisions  of  the  trust  or  other  agreement  or  instrument 
under  which  such  securities  are  issued ;  except  that  in  the  case  of  an 
unincorporated  association  which  provides  by  its  articles  for  limited 
liability  of  any  or  all  of  its  members,  or  in  the  case  of  a  trust,  com- 
mittee, or  other  legal  entity,  the  trustees  or  members  thereof  shall 
not  be  individually  liable  as  issuers  of  any  security  issued  by  the 
association,  trust,  committee,  or  other  legal  entity;  except  that  with 
respect  to  equipment-trust  certificates  or  like  securities,  the  term 
"issuer"  means  the  person  by  whom  the  equipment  or  property  is  or 
is  to  be  used ;  and  except  tliat  with  respect  to  fractional  undivided 
interests  in  oil,  gas,  or  other  mineral  rights,  the  term  "issuer"  means 
the  owner  of  any  such  right  or  of  any  interest  in  such  right  (whether 
whole  or  fractional)  who  creates  fractional  interests  therein  for  the 
purpose  of  public  offering. 

(5)  The  term  "Commission"  means  the  Federal  Trade  Commission. 

(6)  The  term  "Territoi-y"  means  Puerto  Rico,  Canal  Zone,  the  Vir- 
gin Islands,  and  the  insular  possessions  of  the  United  States.^ 

(7)  The  term  "interstate  commerce"  means  trade  or  commerce 
in  securities  or  any  transportation  or  communication  relating  thereto 
among  the  several  States  or  between  the  District  of  Columbia  or  any 
Territory  of  the  United  States  and  any  State  or  other  Territory,  or 
between  any  foreign  country  and  any  State,  Territory,  or  the  District 
of  Columbia,  or  within  the  District  of  Columbia. 

(8)  The  term  "registration  statement"  means  the  statement  pro- 
vided for  in  section  6,  and  includes  any  amendment  thereto  and  any 
report,  document,  or  memorandum  filed  as  part  of  such  statement  or 
incorporated  therein  by  reference. 

(9)  The  term  "write"  or  "written"  shall  include  printed,  litho- 
graphed, or  any  means  of  graphic  communication. 

(10)  The  term  "prospectus"  means  any  prospectus,  notice,  circular, 
advertisement,  letter,  or  communication,  written  or  by  radio  or  tele- 
vision, which  offers  any  security  for  sale  or  confirms  the  sale  of  any 
security;  except  that  (a)  a  communication  sent  or  given  after  the 
effective  date  of  the  registration  statement  (other  than  a  prospectus 

1  The  words  "Philippine  Islands"  were  deleted  from  the  definition  of  the  term  "T^- 
ritory"  on  the  basis  of  Presidential  Proclamation  No.  2695,  effective  July  4,  1946  (11  F.R. 
7517;  60  Stat.  1352),  which  granted  independcQce  to  the  Philippine  Islands. 


permitted  under  subsection  (b)  of  section  10)  shall  not  be  deemed  a 
prospectus  if  it  is  proved  that  prior  to  or  at  the  same  time  with  such 
communication  a  written  prospectus  meeting  the  requirements  of  sub- 
section (a)  of  section  10  at  the  time  of  such  communication  was  sent 
or  given  to  the  person  to  whom  the  communication  was  made,  and  (b) 
a  notice,  circular,  advertisement,  letter,  or  communication  in  respect  of 
a  security  shall  not  be  deemed  to  be  a  prospectus  if  it  states  from  whom 
a  written  prospectus  meeting  the  requirements  of  section  10  may  be 
obtained  and,  in  addition,  does  no  more  than  identify  the  security, 
state  the  price  thereof,  state  by  whom  orders  will  be  executed,  and 
contain  such  other  information  as  the  Commission,  by  rules  or  regula- 
tions deemed  necessary  or  appropriate  in  the  public  interest  and  for 
the  protection  of  investors,  and  subject  to  such  teiTQS  and  conditions 
as  may  be  prescribed  therein,  may  permit. 

(11)  The  term  "underwriter"  means  any  person  who  has  purchased 
from  an  issuer  with  a  view  to,  or  offers  or  sells  for  an  issuer  in  con- 
nection with,  the  distribution  of  any  security,  or  participates  or  has 
a  direct  or  indirect  participation  in  any  such  undertaking,  or  par- 
ticipates or  has  a  participation  in  the  direct  or  indirect  underwrit- 
ing of  any  such  undertaking ;  but  such  term  shall  not  include  a  person 
whose  interest  is  limited  to  a  commission  from  an  underwriter  or 
dealer  not  in  excess  of  the  usual  and  customary  distributors'  or 
sellers'  commission.  As  used  in  this  paragraph  the  term  "issuer" 
shall  include,  in  addition  to  an  issuer,  any  person  under  direct  or 
indirect  common  control  with  the  issuer. 

(12)  The  term  "dealer"  means  any  person  who  engages  either  for 
all  or  part  of  his  time,  directly  or  indirectly,  as  agent,  broker,  or 
principal,  in  the  business  of  offering,  buying,  selling,  or  otherwise 
dealing  or  trading  in  securities  issued  by  another  person. 

(13)  The  term  "insurance  company"  means  a  company  which  is 
organized  as  an  insurance  company,  whose  primary  and  predominant 
business  activity  is  the  writing  of  insurance  or  the  reinsuring  of  risks 
underwritten  by  insurance  companies,  and  which  is  subject  to  super- 
vision by  the  insurance  commissioner,  or  a  similar  official  or  agency, 
of  a  State  or  territory  or  the  District  of  Columbia ;  or  any  receiver  or 
similar  official  or  any  liquidating  agent  for  such  company,  in  his 
capacity  as  such. 

(14)  The  term  "separate  account"  means  an  account  established  and 
maintained  by  an  insurance  company  pursuant  to  the  laws  of  any  State 
or  territory  of  the  United  States,  the  District  of  Columbia,  or  of 
Canada  or  any  province  thereof,  under  which  income,  gains  and  losses, 
whether  or  not  realized,  from  assets  allocated  to  such  account,  are, 
in  accordance  with  the  applicable  contract,  credited  to  or  charged 
against  such  account  without  regard  to  other  income,  gains,  or  losses 
of  the  insurance  company. 

EXEMPTED   SECURITIES 

Sec.  3.  (a)  Except  as  hereinafter  expressly  provided,  the  provi- 
sions of  this  title  shall  not  apply  to  any  of  the  following  classes  of 
securities : 

(1)  Any  security  which,  prior  to  or  within  sixty  days  after  the 
enactment  of  this  title,  has  been  sold  or  disposed  of  by  the  issuer  or 
bona  fide  offered  to  the  public,  but  this  exemption  shall  not  apply  to 


any  new  offering  of  any  such  security  by  an  issuer  or  underwriter 
subsequent  to  such  sixty  days ; 

(2)  Any  security  issued  or  guaranteed  by  the  United  States  or  any 
territory  thereof,  or  by  the  District  of  Columbia,  or  by  any  State 
of  the  United  States,  or  by  any  political  subdivision  of  a  State  or 
territory,  or  by  any  public  instrumentality  of  one  or  more  States  or 
territories,  or  by  any  person  controlled  or  supervised  by  and  acting 
as  an  instrumentality  of  the  Government  of  the  United  States  pur- 
suant to  authority  granted  by  the  Congress  of  the  United  States;  or 
any  certificate  of  dejK)sit  for  any  of  the  foregoing;  or  any  security 
issued  or  guaranteed  by  any  bank ;  or  any  security  issued  by  or  repre- 
senting an  interest  in  or  a  direct  obligation  of  a  Federal  Reserve  bank ; 
or  any  interest  or  participation  in  any  common  trust  fund  or  similar 
fund  maintained  by  a  bank  exclusively  for  the  collective  investment 
and  reinvestment  of  assets  contributed  thereto  by  such  bank  in  its 
capacity  as  trustee,  executor,  administrator,  or  guardian;  or  any 
security  which  is  an  industrial  development  bond  (as  defined  in  sec- 
tion 103(c)  (2)  of  the  Internal  Revenue  Code  of  1954)  the  interest  on 
which  is  excludable  from  gross  income  under  section  103(a)(1)  of 
such  Code  if,  by  reason  of  the  application  of  paragraph  (4)  or  (6)  of 
section  103(c)  of  such  Code  (determined  as  if  paragraphs  (4)  (A), 
(5),  and  (7)  were  not  included  in  such  section  103(c) ),  paragraph  (1) 
of  such  section  103(c)  does  not  apply  to  such  security;  or  any  interest 
or  participation  in  a  single  or  collective  trust  fund  maintained  by  a 
bank  or  in  a  separate  account  maintained  by  an  insurance  company 
which  interest  or  participation  is  issued  in  connection  with  (A)  a 
stock  bonus,  pension,  or  profit-sharing  plan  which  meets  the  require- 
ments for  qualification  under  section  401  of  the  Internal  Revenue  Code 
of  1954,  or  (B)  an  annuity  plan  which  meets  the  requirements  for  the 
deduction  of  the  employer's  contribution  under  section  404(a)  (2)  of 
such  Code,  other  than  any  plan  described  in  clause  (A)  or  (B)  of  this 
paragraph  (i)  the  contributions  under  which  are  held  in  a  single 
trust  fund  maintained  by  a  bank  or  in  a  separate  account  maintained 
by  an  insurance  company  for  a  single  employer  and  under  which 
an  amount  in  excess  of  the  employer's  contribution  is  allocated  to  the 
purchase  of  securities  (other  than  interests  or  participations  in  the 
trust  or  separate  account  itself)  issued  by  the  employer  or  by  any 
company  directly  or  indirectly  controlling,  controlled  by  or  under 
common  control  with  the  employer  or  (ii)  which  covers  employees 
some  or  all  of  whom  are  employees  within  the  meaning  of  section 
401(c)(1)  of  such  Code.  The  Commission,  by  rules  and  regulations 
or  order,  shall  exempt  from  the  provisions  of  section  5  of  this  title 
any  interest  or  participation  issued  in  connection  with  a  stock  bonus, 
pension,  profit-sharing,  or  annuity  plan  which  covers  employees  some 
or  all  of  whom  are  employees  within  the  meaning  of  section  401  (c)  (1) 
of  the  Internal  Revenue  Code  of  1954,  if  and  to  the  extent  that  the 
Commission  determines  this  to  be  necessary  or  appropriate  in  the 
public  interest  and  consistent  with  the  protection  of  investors  and  the 
purposes  fairly  intended  by  the  policy  and  provisions  of  this  title.  For 
purposes  of  this  paragraph,  a  security  issued  or  guaranteed  by  a 
bank  shall  not  include  any  interest  or  participation  in  any  collective 
trust  fund  maintained  by  a  bank;  and  the  term  "bank"  means  any 
national  bank,  or  any  banking  institution  organized  under  the  laws 
of  any  State,  territory,  or  the  District  of  Columbia,*  the  business  of 
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which  is  substantially  confined  to  banking  and  is  supervised  by  the 
State  or  territorial  banking  commission  or  similar  official ;  except  that 
in  the  case  of  a  common  trust  fund  or  similar  fund,  or  a  collective 
trust  fund,  the  term  "bank"  has  the  same  meaning  as  in  the  Investment 
Company  Act  of  1940. 

(3)  Any  note,  draft,  bill  of  exchange,  or  banker's  acceptance  which 
arises  out  of  a  current  transaction  or  the  proceeds  of  which  have  been 
or  are  to  be  used  for  current  transactions,  and  which  has  a  maturity 
at  the  time  of  issuance  of  not  exceeding  nine  months,  exclusive  of  days 
of  grace,  or  any  renewal  thereof  the  maturity  of  which  is  likewise 
limited ; 

(4)  Any  security  issued  by  a  person  organized  and  operated  ex- 
clusively for  religious,  educational,  benevolent,  fraternal,  charitable,  or 
reformatory  purposes  and  not  for  pecuniary  profit,  and  no  part  of 
the  net  earnings  of  which  inures  to  the  benefit  of  any  person,  private 
stockholder,  or  individual ; 

(5)  Any  security  issued  (A)  by  a  savings  and  loan  association, 
building  and  loan  association,  cooperative  bank,  homestead  associa- 
tion, or  similar  institution,  which  is  supervised  and  examined  by  State 
or  Federal  authority  having  supervision  over  any  such  institution, 
except  that  the  foregoing  exemption  shall  not  apply  with  respect  to 
any  such  security  where  the  issuer  takes  from  the  total  amount  paid 
or  deposited  by  the  purchaser,  by  way  of  any  fee,  cash  value  or  other 
device  whatsoever,  either  upon  termination  of  the  investment  at  ma- 
turity or  before  maturity,  an  aggregate  amount  in  excess  of  3  per 
centum  of  the  face  value  of  such  security;  or  (B)  by  (i)  a  farmer's 
cooperative  organization  exempt  from  tax  under  section  521  of  the 
Internal  Revenue  Code  of  1954,  (ii)  a  corporation  described  in  sec- 
tion 501(c)  (16)  of  such  Code  and  exempt  from  tax  under  section 
501(a)  of  such  Code,  or  (iii)  a  corporation  described  in  section 
501(c)(2)  of  such  Code  which  is  exempt  from  tax  under  section 
501(a)  of  such  Code  and  is  organized  for  the  exclusive  purpose  of 
holding  title  to  property,  collecting  income  therefrom,  and  turning 
over  the  entire  amount  thereof,  less  expenses,  to  an  organization  or 
corporation  described  in  clause  (i)  or  (ii) ; 

(6)  Any  security  issued  by  a  motor  carrier  the  issuance- of  which 
IS  subject  to  the  provisions  of  section  214  of  the  Interstate  Commerce 
Act,  or  any  interest  in  a  railroad  equipment  trust.  For  purposes  of 
this  paragraph  "interest  in  a  railroad  equipment  trust"  means  any 
interest  in  an  equipment  trust,  lease,  conditional  sales  contract,  or  other 
similar  arrangement  entered  into,  issued,  assumed,  guaranteed  by,  or 
for  the  benefit  of,  a  common  carrier  to  finance  the  acquisition  of  rolling 
stock,  including  motive  power ; 

(7)  Certificates  issued  by  a  receiver  or  by  a  trustee  in  bankruptcy, 
with  the  approval  of  the  court ; 

(8)  Any  insurance  or  endowment  policy  or  annuity  contract  or 
optional  annuity  contract,  issued  by  a  corporation  subject  to  the 
supervision  of  the  insurance  commissioner,  bank  commissioner,  or 
any  agency  or  officer  performing  like  functions,  of  any  State  or 
Territory  of  the  United  States  or  the  District  of  Columbia ; 

(9)  Any  security  exchanged  by  the  issuer  with  its  existing  security 
holders  exclusively  where  no  commission  or  other  remuneration  is  paid 
or  given  directly  or  indirectly  for  soliciting  such  exchange; 
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(10)  Any  security  which  is  issued  in  exchange  for  one  or  more  bona 
fide  outstanding  securities,  claims  or  property  interests,  or  partly  in 
such  exchange  and  partly  for  cash,  where  the  terms  and  conditions 
of  such  issuance  and  exchange  are  approved,  after  a  hearing  upon 
the  fairness  of  such  terms  and  conditions  at  which  all  persons  to  whom 
it  is  proposed  to  issue  securities  in  such  exchange  shall  have  the  right 
to  appear,  b'y  any  court,  or  by  any  official  or  agency  of  the  United 
States,  or  by  any  State  or  Territorial  banking  or  insurance  commission 
or  other  governmental  authority  expressly  authorized  by  law  to  grant 
such  approval; 

(11)  Any  security  which  is  a  part  of  an  issue  offered  and  sold  only 
to  persons  resident  within  a  single  State  or  Territory,  where  the  issuer 
of  such  security  is  a  person  resident  and  doin^  business  within  or,  if  a 
corporation,  incorporated  by  and  doing  busmess  within,  such  State 
or  Territory. 

(b)  The  Commission  may  from  time  to  time  by  its  rules  and  regula- 
tions, and  subject  to  such  terms  and  conditions  as  may  be  prescribed 
therein,  add  any  class  of  securities  to  the  securities  exempted  as  pro- 
vided in  this  section,  if  it  finds  that  the  enforcement  of  this  title  with 
respect  to  such  securities  is  not  necessary  in  the  public  interest  and  for 
the  protection  of  investors  by  reason  of  the  small  amount  involved  or 
the  limited  character  of  the  public  offering;  but  no  issue  of  securities 
shall  be  exempted  under  this  subsection  where  the  aggregate  amount 
at  which  such  issue  is  offered  to  the  public  exceeds  $500,000. 

(c)  The  Commission  may  from  time  to  time  by  its  rules  and  regula- 
tions and  subject  to  such  terms  and  conditions  as  may  be  prescribed 
therein,  add  to  the  securities  exempted  as  provided  in  this  section  any 
class  of  securities  issued  by  a  small  business  investment  company  under 
the  Small  Business  Investment  Act  of  1958  if  it  finds,  having  regard 
to  the  purposes  of  that  Act,  that  the  enforcement  of  this  Act  with 
respect  to  such  securities  is  not  necessary  in  the  public  interest  and 
for  the  protection  of  investors. 

EXEMPTED    TRANSACTIONS 

Sec.  4.  The  provisions  of  section  5  shall  not  apply  to — 

(1)  transactions  by  any  person  other  than  an  issuer,  under- 
writer, or  dealer. 

(2)  transactions  by  an  issuer  not  involving  any  public  offering. 

(3)  transactions  by  a  dealer  (including  an  underwriter  no 
longer  acting  as  an  underwriter  in  respect  of  the  security  involved 
in  such  transaction) ,  except — 

(A)  transactions  taking  place  prior  to  the  expiration  of 
forty  days  after  the  first  date  upon  which  the  security  was 
bona  fide  offered  to  the  public  by  the  issuer  or  by  or  through 
an  underwriter, 

(B)  transactions  in  a  security  as  to  which  a  registration 
statement  has  been  filed  taking  place  prior  to  the  expiration 
of  forty  days  after  the  effective  date  of  such  registration  state- 
ment or  prior  to  the  expiration  of  forty  days  after  the  first 
date  upon  which  the  security  was  bona  fide  offered  to  the 
public  by  the  issuer  or  by  or  through  an  underwriter  after 
such  effective  date,  whichever  is  later  (excluding  in  the  com- 


putation  of  such  forty  days  any  time  during  which  a  stop 
order  issued  under  section  8  is  in  effect  as  to  the  security), 
or  such  shorter  period  as  the  Commission  may  specify  by 
rules  and  regulations  or  order,  and 

(C)   transactions  as  to  securities  constituting  the  whole 
or  a  part  of  an  unsold  allotment  to  or  subscription  by  such 
dealer  as  a  participant  in  the  distribution  of  such  securities 
by  the  issuer  or  by  or  through  an  underwriter. 
With  respect  to  transactions  referred  to  in  clause  (B),  if  securi- 
ties of  the  issuer  have  not  previously  been  sold  pursuant  to  an 
earlier  effective  registration  statement  the  applicable  period,  in- 
stead of  forty  days,  shall  be  ninety  days,  or  such  shorter  period 
as  the  Commission  may  specify  by  rules  and  regulations  or  order. 

(4)  brokers'  transactions  executed  upon  customers'  orders  on 
any  exchange  or  in  the  over-the-counter  market  but  not  the 
solicitation  of  such  orders. 

(5)  (A)  Transactions  involving  offers  or  sales  of  one  or  more 
promissory  notes  directly  secured  by  a  first  lien  on  a  single  parcel 
of  real  estate  upon  which  is  located  a  dwelling  or  other  residential 
or  commercial  structure,  and  participation  interests  in  such 
notes — 

(i)  where  such  securities  are  originated  by  a  savings  and 
loan  association,  savings  bank,  commercial  bank,  or  similar 
banking  institution  which  is  supervised  and  examined  by  a 
Federal  or  State  authority,  and  are  offered  and  sold  subject 
to  the  following  conditions : 

(a)  the  minimum  aggregate  sales  price  per  purchaser 
shall  not  be  less  than  $250,000; 

(b)  the  purchaser  shall  pay  cash  either  at  the  time  of 
the  sale  or  within  sixty  days  thereof ;  and 

(c)  each  purchaser  shall  buy  for  his  own  account  only ; 
or 

(ii)  where  such  securities  are  originated  by  a  mortgagee 
approved  by  the  Secretary  of  Housing  and  Urban  Develop- 
ment pursuant  to  sections  203  and  211  of  the  National  Hous- 
ing Act  and  are  offered  or  sold  subject  to  the  three  conditions 
specified  in  subparagraph  (A)  (i)  to  any  institution  described 
in  such  subparagraph  or  to  any  insurance  company  subject 
to  the  supervision  of  the  insurance  commissioner,  or  any 
agency  or  officer  performing  like  function,  of  any  State  or 
territory  of  the  United  States  or  the  District  of  Columbia, 
or  the  Federal  Home  Loan  Mortgage  Corporation,  the  Fed- 
eral National  Mortgage  Association,  or  the  Government  Na- 
tional Mortgage  Association. 
(B)  Transactions  between  any  of  the  entities  described  in  sub- 
paragraph (A)  (i)  or  (A)  (ii)  hereof  involving  non-assignable 
contracts  to  buy  or  sell  the  foregoing  securities  which  are  to  be 
completed  within  two  years,  where  the  seller  of  the  foregoing 
securities  pursuant  to  any  such  contract  is  one  of  the  parties 
described  in  subparagraph  (A)  (i)  or  (A)  (ii)  who  may  originate 
such  securities  and  the  purchaser  of  such  securities  pursuant  to 
any  such  contract  is  any  institution  described  in  subparagraph 
(A)  (i)   or  any  insurance  company  described  m  subparagraph 
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(A)(ii),  the  Federal  Home  Loan  Mortgage  Corporation,  Fed- 
eral National  Mortgage  Association,  or  the  Government  National 
Mortgage  Association  and  where  the  foregoing  securities  are  sub- 
ject to  the  three  conditions  for  sale  set  forth  in  subparagraphs 
(A)(i)  (a)  through  (c). 

(C)  The  exemption  provided  by  subparagraphs  (A)  and  (B) 
hereof  shall  not  apply  to  resales  of  the  securities  acquired  pur- 
suant thereto,  unless  each  of  the  conditions  for  sale  contained  in 
subparagraphs  (A)  (1)   (a)  through  (c)  are  satisfied. 

PROHIBITIONS  RELATING  TO  INTERSTATE  COMMERCE  AND  THE  MAILS 

Sec.  5.  (a)  Unless  a  registration  statement  is  in  effect  as  to  a 
security,  it  shall  be  unlawful  for  any  person,  directly  or  indirectly — 

(1)  to  make  use  of  any  means  or  instruments  of  transportation 
or  communication  in  interstate  commerce  or  of  the  mails  to  sell 
such  security  through  tlie  use  or  medium  of  any  prospectus  or 
otherwise ;  or 

(2)  to  carry  or  cause  to  be  carried  through  the  mails  or  in 
interstate  commerce,  by  any  means  or  instruments  of  transporta- 
tion, any  such  security  for  the  purpose  of  sale  or  for  delivery  after 
sale. 

(b)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly — 

(1)  to  make  use  of  any  means  or  instruments  of  transporta- 
tion or  communication  interstate  commerce  or  of  the  mails  to 
carry  or  transmit  any  prospectus  relating  to  any  security  with 
respect  to  which  a  registration  statement  has  been  filed  under  this 
title,  unless  such  prospectus  meets  the  requirements  of  section  10 ; 
or 

(2)  to  carry  or  cause  to  be  carried  through  the  mails  or  in 
interstate  commerce  any  such  security  for  the  purpose  of  sale  or 
for  delivery  after  sale,  unless  accompanied  or  preceded  by  a  pro- 
spectus that  meets  the  requirements  of  subsection  (a)  of  section  10. 

(c)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly,  to 
make  use  of  any  means  or  instruments  of  transportation  or  communi- 
cation in  interstate  commerce  or  of  the  mails  to  offer  to  sell  or  offer 
to  buy  through  the  use  or  medium  of  any  prospectus  or  otherwise  any 
security,  unless  a  registration  statement  has  been  filed  as  to  such 
security,  or  while  the  registration  statement  is  the  subject  of  a  refusal 
order  or  stop  order  or  (prior  to  the  effective  date  of  the  registration 
statement)  any  public  proceeding  or  examination  under  section  8. 

REGISTRATION  OF  SECURITIES  AND  SIGNING  OF  REGISTRATION  STATEMENT 

Sec.  6.  (a)  Any  security  may  be  registered  with  the  Commission 
under  the  terms  and  conditions  hereinafter  provided,  by  filing  a  regis- 
tration statement  in  triplicate,  at  least  one  of  which  shall  be  signed  by 
each  issuer,  its  principal  executive  officer  or  officers,  its  principal 
financial  officer,  its  comptroller  or  principal  accounting  officer,  and 
the  majority  of  its  board  of  directors  or  persons  performing  similar 
functions  (or,  if  there  is  no  board  of  directors  or  persons  performing 
similar  functions,  by  the  majority  of  the  persons  or  board  having  the 
power  of  management  of  the  issuer),  and  in  case  the  issuer  is  a 
foreign  or  Territorial  person  by  its  duly  authorized  representative  in 
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the  United  States;  except  that  when  such  registration  statement 
relates  to  a  security  issued  by  a  foreign  government,  or  political  sub- 
division thereof,  it  need  be  signed  only  by  the  underwriter  of  such 
security.  Signatures  of  all  such  persons  when  written  on  the  said 
registration  statements  shall  be  presumed  to  have  been  so  written  by 
authority  of  the  person  whose  signature  is  so  affixed  and  the  burden 
of  proof,  in  the  event  such  authority  shall  be  denied,  shall  be  upon 
the  party  denying  the  same.  The  affixing  of  any  signature  without 
the  authority  of  the  purported  signer  shall  constitute  a  violation  of 
this  title.  A  registration  statement  shall  be  deemed  ejffective  only  as 
to  the  securities  specified  therein  as  proposed  to  be  offered. 

(b)  At  the  time  of  filing  a  registration  statement  the  applicant 
shall  pay  to  the  Commission  a  fee  of  one-fiftieth  of  1  per  centum  of 
the  maximum  aggregate  price  at  which  such  securities  are  proposed 
to  be  offered,  but  in  no  case  shall  such  fee  be  less  than  $100. 

(c)  The  filing  with  the  Commission  of  a  registration  statement,  or 
of  an  amendment  to  a  registration  statement,  shall  be  deemed  to  have 
taken  place  upon  the  receipt  thereof,  but  the  filing  of  a  registration 
statement  shall  not  be  deemed  to  have  taken  place  unless  it  is  accom- 
panied by  a  United  States  postal  money  order  or  a  certified  bank 
check  or  cash  for  the  amount  of  the  fee  required  under  subsection  (b). 

(d)  The  information  contained  in  or  filed  with  any  registration 
statement  shall  be  made  available  to  the  public  under  such  regulations 
as  the  Commission  may  prescribe,  and  copies  thereof,  photostatic  or 
otherwise,  shall  be  furnished  to  every  applicant  at  such  reasonable 
charge  as  the  Commission  may  prescribe. 

(e)  No  registration  statement  may  be  filed  within  the  first  forty 
days  following  the  enactment  of  this  Act. 

INFORMATION  REQUIRED  IN  REGISTRATION   STATEMENT 

Sec.  7.  The  registration  statement,  when  relating  to  a  security 
other  than  a  security  issued  by  a  foreign  government,  or  political 
subdivision  thereof,  shall  contain  the  information,  and  be  accom- 
panied by  the  documents,  specified  in  Schedule  A,  and  when  relating 
to  a  security  issued  by  a  foreign  government,  or  political  subdivision 
thereof,  shall  contain  the  information,  and  be  accompanied  by  the 
documents,  specified  in  Schedule  B;  except  that  the  Commission 
may  by  rules  or  regulations  provide  that  any  such  information  or 
document  need  not  be  included  in  respect  of  any  class  of  issuers 
or  securities  if  it  finds  that  the  requirement  of  such  information  or 
document  is  inapplicable  to  such  class  and  that  disclosure  fully 
adequate  for  the  protection  of  investors  is  otherwise  required  to  be 
included  within  the  registration  statement.  If  any  accountant, 
engineer,  or  appraiser,  or  any  person  whose  profession  gives 
authority  to  a  statement  made  by  him,  is  named  as  having  prepared 
or  certified  any  part  of  the  registration  statement,  or  is  named  as 
having  prepared  or  certified  a  report  or  valuation  for  use  in  con- 
nection with  the  registration  statement,  the  written  consent  of  such 
person  shall  be  filed  with  the  registration  statement.  If  any  such 
pei'son  is  named  as  having:  prepared  or  certified  a  report  or  valuation 
(other  than  a  iniblic  official  document  or  statement)  which  is  used 
in  connection  witli  (lie  ivgisti'ation  stntomont,  but  is  not  named  ns 
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having  prepared  or  certified  such  report  or  valuation  for  use  in  con- 
nection with  the  registration  statement,  the  written  consent  of 
such  person  shall  be  filed  with  the  registration  statement  unless  the 
Commission  dispenses  with  such  filing  as  imj^racticable  or  as  involv- 
ing undue  hardship  on  the  person  filing  the  registration  statement. 
Any  such  registration  statement  shall  contain  such  other  information, 
and  be  accompanied  by  such  other  documents,  as  the  Commission  may 
by  rules  or  regulations  require  as  being  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors. 

TAKING  EFFECT  OF  REGISTRATION  STATEMENTS  AND  AMENDMENTS  THERETO 

Sec.  8.  (a)  Except  as  hereinaft^^r  provided,  the  effective  date  of  a 
registration  statement  shall  be  the  twentieth  day  after  the  filing  there- 
of or  such  earlier  date  as  the  Commission  may  determine,  having  due 
regard  tx)  the  adequacy  of  the  information  respecting  the  issuer  there- 
tofore available  to  the  public,  to  the  facility  with  wliich  the  nature  of 
the  securities  to  be  registered,  their  relationshij)  to  the  capital  struc- 
ture of  the  issuer  and  the  riglits  of  liolders  thei-eof  c<^n  be  undei*stood, 
and  to  the  public  interest  and  the  protection  of  investors.  If  any 
amendment  to  any  such  statement  is  filed  prior  to  the  effective  date  of 
such  statement,  the  registration  statement  shall  be  deemed  to  have  been 
filed  when  such  amendment  was  filed ;  except  that  an  amendment  filed 
with  the  consent  of  the  Commission,  prior  to  the  effective  date  of  the 
registration  statement,  or  filed  pursuant  to  an  order  of  the  Commis- 
sion, shall  be  treated  as  a  part  of  the  registration  statement. 

(b)  If  it  appears  to  tlip  Commission  that  a  registration  statement  is 
on  its  face  incomplete  or  inaccurate  in  any  material  respect,  the  Com- 
mission may,  after  notice  by  pei*sonal  service  or  the  sending  of  con- 
finned  telegraphic  notice  not  later  than  ten  days  after  the  filing  of  the 
registration  statement,  and  opportunity  for  hearing  (at  a  time  fixed 
by  the  Commission)  within  ton  days  after  such  notice  by  personal 
service  or  the  sending  of  such  telegraphic  notice,  issue  an  order  prior  to 
the  effective  date  of  registration  refusing  to  permit  such  statement  to 
b?come  effective  until  it  has  been  amended  in  accordance  with  such 
order.  When  such  statement  has  been  amended  in  accordance  with 
such  order  the  Commission  shall  so  declare  and  the  registration  shall 
become  effective  at  the  time  provided  in  subsection  (a)  or  upon  the 
date  of  such  declaration,  whichever  date  is  the  later. 

(c)  An  amendment  filed  aiter  the  effective  date  of  the  registration 
statement,  if  such  amendment,  upon  its  face,  appears  to  the  Com- 
mission not  to  be  incomplete  or  inaccurate  in  any  material  respect, 
shall  become  effective  on  such  date  as  the  Commission  may  deter- 
mine, having  due  regard  to  the  public  interest  and  the  protection  of 
investors. 

(d)  If  it  appears  to  the  Commission  at  anv  time  that  the  registration 
statement  includes  any  untrue  statement  of  a  material  fact  or  omits  to 
state  any  material  fact  required  to  be  stated  therein  or  necessary  to 
make  the  statements  therein  not  misleading,  the  Commission  may, 
after  notice  by  personal  service  or  the  sending  of  confirmed  tele- 
graphic notice,  and  after  opportunity  for  hearing  (at  a  time  fixed  by 
the  Commission)  within  fifteen  days  after  such  notice  by  personal 
service  or  the  sending  of  such  telegraphic  notice,  issue  a  stop  order 
suspending  the  effectiveness  of  the  registration  statement.  When  such 
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statement  has  been  amended  in  accordance  with  such  stop  order  the 
Commission  shall  so  declare  and  thereupon  the  stop  order  shall  cease 
to  be  effective. 

(e)  The  Commission  is  hereby  empowered  to  make  an  examina- 
tion in  any  case  in  order  to  determine  whether  a  stop  order  should 
issue  under  subsection  (d).  In  making  such  examination  the  Com- 
mission or  any  officer  or  officers  designated  by  it  shall  have  access 
to  and  may  demand  the  production  of  any  books  and  papers  of,  and 
may  administer  oaths  and  affirmations  to  and  examine,  the  issuer, 
underwriter,  or  any  other  person,  in  respect  of  any  matter  relevant 
to  the  examination,  and  may,  in  its  discretion,  require  the  production 
of  a  balance  sheet  exhibiting  the  assets  and  liabilities  of  the  issuer, 
or  its  income  statement,  or  both,  to  be  certified  to  by  a  public  or 
certified  accountant  approved  by  the  Commission.  If  the  issuer  or 
underwriter  shall  fail  to  cooperate,  or  shall  obstruct  or  refuse  to  per- 
mit the  making  of  an  examination,  such  conduct  shall  be  proper 
ground  for  the  issuance  of  a  stop  order. 

(f )  Any  notice  required  under  this  section  shall  be  sent  to  or  served 
on  the  issuer,  or,  in  case  of  a  foreign  government  or  political  sub- 
division thereof,  to  or  on  the  underwriter,  or,  in  the  case  of  a  foreign 
or  Territorial  person,  to  or  on  its  duly  authorized  representative  in 
the  United  States  named  in  the  registration  statement,,  properly 
directed  in  each  case  of  telegraphic  notice  to  the  address  given  in  such 
statement. 

COURT  REVIEW  OF  ORDERS 

Sec.  9.  (a)  Any  person  aggrieved  by  an  order  of  the  Commission 
may  obtain  a  review  of  such  order  in  the  Circuit  Court  of  Appeals 
of  the  United  States,  within  any  circuit  wherein  such  person  resides 
or  has  his  principal  place  of  business,  or  in  the  Court  of  Appeals  of 
the  District  of  Columbia,  by  filing  in  such  court,  within  sixty  days 
after  the  entry  of  such  order,  a  written  petition  praying  that  the  order 
of  the  Commission  be  modified  or  be  set  aside  in  whole  or  in  part.  A 
copy  of  such  petition  shall  be  forthwith  transmitted  by  the  clerk  of 
the 'court  to  the  Commission,  and  thereupon  the  Commission  shall  file 
in  the  court  the  record  upon  which  the  order  complained  of  was 
entered,  as  provided  in  section  2112  of  title  28,  United  States  Code. 
No  objection  to  the  order  of  the  Commission  shall  be  considered  by 
the  court  unless  such  objection  shall  have  been  urged  before  the  Com- 
mission. The  finding  of  the  Commission  as  to  the  facts,  if  supported  by 
evidence,  shall  be  conclusive.  If  either  party  shall  apply  to  the  court 
for  leave  to  adduce  additional  evidence,  and  shall  show  to  the  satis- 
faction of  the  court  that  such  additional  evidence  is  material  and  that 
there  were  reasonable  grounds  for  failure  to  adduce  such  evidence  in 
the  hearing  before  the  Commission,  the  court  may  order  such  addi- 
tional evidence  to  be  taken  before  the  Commission  and  to  be  adduced 
upon  the  hearing  in  such  manner  and  upon  such  terms  and  conditions 
as  to  the  court  may  seem  proper.  The  Commission  may  modify  its 
findings  as  to  the  facts,  bv  reason  of  the  additional  evidence  so  taken, 
and  it  shall  file  such  modified  or  new  findings,  which,  if  supported  by 
evidence,  shall  be  conclusive,  and  its  recommendation,  if  any.,  for  the 
modification  or  setting  aside  of  the  original  order.  The  jurisdiction  ot 
the  court  shall  be  exclusive  and  its  judgment  and  decree,  athrmmg, 
modifvinff,  or  setting  aside,  in  whole  or  in  part,  any  order  of  the  Com- 
mission, shall  be  final,  subject  to  review  by  the  Supreme  Court  o±  the 
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United  States  upon  certiorari  or  certification  as  provided  in  sections 
239  and  240  of  the  Judicial  Code,  as  amended  (U.S.C,  title  28,  sees.  346 
and  847). 

(b)  The  commencement  of  proceedings  under  subsection  (a)  shall 
not,  unless  specifically  ordered  by  the  court,  operate  as  a  stay  of  the 
Commission's  order. 

INFORMATION   REQUIRED  IN   PROSPECTUS 

Sec.  10.  (a)  Except  to  the  extent  otherwise  permitted  or  required 
pursuant  to  this  subsection  or  subsections  (c),  (d),  or  (e)  — 

(1)  a  prospectus  relating  to  a  security  other  than  a  security 
issued  by  a  foreign  government  or  political  subdivision  thereof, 
shall  contain  the  information  contained  in  the  registration  state- 
ment, but  it  need  not  include  the  documents  referred  to  in  para- 
graphs (28)  to  (32),  inclusive,  of  schedule  A; 

(2)  a  prospectus  relating  to  a  security  issued  by  a  foreign 
government  or  political  subdivision  thereof  shall  contain  the 
information  contained  in  the  registration  statement,  but  it  need 
not  include  the  documents  referred  to  in  paragraphs  (13)  and 
(14)  of  schedule  B; 

(3)  notwithstanding  the  provisions  of  paragraphs  (1)  and  (2) 
of  this  subsection  (a)  when  a  prospectus  is  used  more  than 
nine  months  after  the  effective  date  of  the  registration  statement, 
the  information  contained  therein  shall  be  as  of  a  date  not  more 
than  sixteen  months  prior  to  such  use,  so  far  as  such  information 
is  known  to  the  user  of  such  prospectus  or  can  be  furnished  by 
such  user  without  unreasonable  effort  or  expense ; 

(4)  there  may  be  omitted  from  any  prospectus  any  of  the 
information  required  under  this  subsection  (a)  which  the  Com- 
mission may  by  rules  or  regulations  designate  as  not  being  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors. 

(b)  In  addition  to  the  prospectus  permitted  or  required  in  sub- 
section (a),  the  Commission  shall  by  rules  or  regulations  deemed 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors  permit  the  use  of  a  prospectus  for  the  purposes  of  subsection 
(b)  (1)  of  section  5  which  omits  in  part  or  summarizes  information  in 
the  prospectus  specified  in  subsection  (a).  A  prospectus  permitted 
under  this  subsection  shall,  except  to  the  extent  the  Commission  by 
rules  or  regulations  deemed  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  otherwise  provides,  be  filed 
as  part  of  the  registration  statement  but  shall  not  be  deemed  a  part  of 
such  registration  statement  for  the  purposes  of  section  11.  The  Com- 
mission may  at  any  time  issue  an  order  preventing  or  suspending  the 
use  of  a  prospectus  permitted  under  tTiis  subsection  (b),  if  it  has 
reason  to  believe  that  such  prospectus  has  not  been  filed  (if  required  to 
be  filed  as  part  of  the  registration  statement)  or  includes  any  untrue 
statement  of  a  material  fact  or  omits  to  state  any  material  fact 
required  to  be  stated  therein  or  necessary  to  make  the  statements 
therein,  in  the  light  of  the  circumstances  under  which  such  prospectus 
is  or  is  to  be  used,  not  misleading.  Upon  issuance  of  an  order  under 
this  subsection,  the  Commission  shall  give  notice  of  the  issuance  of 
such  order  and  opportunity  for  hearing  by  personal  service  or  the 
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sending  of  confirmed  telegraphic  notice.  The  Commission  shall 
vacate  or  modify  the  order  at  any  time  for  good  cause  or  if  such 
prospectus  has  been  filed  or  amended  in  accordance  with  such  order. 

(c)  Any  prospectus  shall  contain  such  other  information  as  the 
Commission  may  by  rules  or  regulations  require  as  being  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection  of  investors. 

(d)  In  the  exercise  of  its  powers  under  susbections  (a) ,  (b) ,  or  (c) , 
the  Commission  shall  have  authority  to  classify  prospectuses  according 
to  the  nature  and  circumstances  of  their  use  or  the  nature  of  the 
security,  issue,  issuer,  or  otherwise,  and,  by  rules  and  regulations  and 
subject  to  such  terms  and  conditions  as  it  shall  specify  therein,  to  pre- 
scribe as  to  each  class  the  form  and  contents  which  it  may  find  appro- 
priate and  consistent  with  the  public  interest  and  the  protection  of 
investors. 

(e)  The  statements  or  information  required  to  be  included  in  a 
prospectus  by  or  under  authority  of  subsections  (a),  (b),  (c),  or 
(d),  when  written,  shall  be  placed  in  a  conspicuous  part  of  the  pro- 
spectus and,  except  as  otherwise  permitted  by  rules  or  regulations,  in 
type  as  large  as  that  used  generally  in  the  body  of  the  prospectus. 

(f )  In  any  case  where  a  prospectus  consists  of  a  radio  or  television 
broadcast,  copies  thereof  shall  be  filed  with  the  Commission  under 
such  rules  and  regulations  as  it  shall  prescribe.  The  Commission  may 
by  rules  and  regulations  require  the  filing  with  it  of  forms  and  pro- 
spectuses used  in  connection  with  the  offer  or  sale  of  securities  regis- 
tered under  this  title. 

CIVIL    LIABILITIES    OX    ACCOUXT    OF    FALSE    REGISTRATION    STATEIVIEXT 

Sec.  11.  (a)  In  case  any  part  of  the  registration  statement,  when 
such  part  became  effective,  contained  an  untrue  statement  of  a 
material  fact  or  omitted  to  state  a  material  fact  required  to  be  stated 
therein  or  necessary  to  make  the  statements  therein  not  misleading, 
any  person  acquiring  such  security  (unless  it  is  proved  that  at  the 
time  of  such  acquisition  he  knew  of  such  untruth  or  omission)  may, 
either  at  law  or  in  equity,  in  any  court  of  competent  jurisdiction, 
sue — 

(1)  every  person  who  signed  the  registration  statement; 

(2)  every  person  who  was  a  director  of  (or  person  perform- 
ing similar  functions)  or  partner  in,  the  issuer  at  the  time  of  the 
filing  of  the  part  of  the  registration  statement  with  respect  to 
which  his  liability  is  asserted ; 

(8)  every  person  who,  with  his  consent,  is  named  in  the 
registration  statement  as  being  or  about  to  become  a  director, 
person  performing  similar  functions,  or  partner ; 

(4)  every  accountant,  engineer,  or  appraiser,  or  any  person 
whose  profession  gives  authority  to  a  statement  made  by  him, 
who  has  with  his  consent  been  named  as  having  prepared  or 
certified  any  part  of  the  registration  statement,  or  as  having 
prepared  or  certified  any  report  or  valuation  which  is  used  in 
connection  with  the  registration  statement,  with  respect  to  the 
statement  in  sucli  registration  statement,  report,  or  valuation, 
which  purports  to  have  been  prepared  or  certified  by  him ; 

(5)  every  underwriter  with  respect  to  such  security. 
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If  such  person  acquired  the  security  after  the  issuer  has  made  gen- 
erally available  to  its  security  holders  an  earning  statement  covering 
a  period  of  at  least  twelve  months  beginning  after  the  effective  date 
of  the  registration  statement,  then  the  right  of  recovery  under  this 
subsection  shall  be  conditioned  on  proof  that  such  person  acquired 
the  security  relying  upon  such  untrue  statement  in  the  registration 
statement  or  relying  upon  the  registration  statement  and  not  know- 
ing of  such  omission,  but  such  reliance  may  be  established  without 
proof  of  the  reading  of  the  registration  statement  by  such  person. 

(b)  Xotwitl^standinir  the  })r()visions  of  subsection  (a)  no  ])ei-son, 
other  than  the  issuer,  shall  be  liable  as  provided  therein  who  shall  sus- 
tain the  burden  of  proof — 

(1)  that  before  the  effe^^tive  date  of  tlie  part  of  the  registra- 
tion statement  with  respect  to  which  his  liability  is  asserted  (A) 
he  had  resigned  from  or  had  taken  such  steps  as  are  pennitted  by 
law  to  resign  from,  or  ceased  or  refused  to  act  in,  every  office, 
capacity,  or  relationship  in  which  he  was  described  in  the  regis- 
tration statement  as  acting  or  agreeing  to  act,  and  (B)  he  had 
advised  the  Commission  and  the  issuer  in  writing  that  he  had 
taken  such  action  and  that  he  would  not  be  responsible  for  such 
part  of  the  registration  statement ;  or 

(2)  that  if  such  part  of  the  registration  statement  became 
effective  without  his  knowledge,  upon  becoming  aware  of  such 
fact  he  foi-thwith  acted  and  advised  the  Commission,  in  accord- 
ance with  paragrai)h  (1),  and,  in  addition,  gave  reasonable 
public  notice  that  such  part  of  the  registration  statement  had 
become  effective  without  his  knowledge ;  or 

(3)  that  (A)  as  regards  anv  part  of  the  registration  state- 
ment not  purporting  to  be  made  on  the  authority  of  an  expert, 
and  not  purporting  to  be  a  copy  of  or  extract  from  a  report 
or  valuation  of  an  expert,  and  not  purporting  to  be  made  on 
the  authority  of  a  public  official  document  or  statement,  he  had, 
after  reasonable  investigation,  reasonable  ground  to  believe  and 
did  believe,  at  the  time  such  part  of  the  registration  statement 
became  effective,  that  the  statements  therein  were  true  and  that 
there  was  no  omission  to  state  a  material  fact  required  to  be  stated 
therein  or  necessary  to  make  the  statements  therein  not  mis- 
leading; and  (B)  as  regards  any  part  of  the  registration  state- 
ment purporting  to  be  made  upon  his  authority  as  an  expert 
or  purporting  to  be  a  copy  of  or  extract  from  a  report  or 
valuation  of  himself  as  an  expert,  (i)  he  had,  after  reasonable 
investigation,  reasonable  gi'ound  to  believe  and  did  believe,  at 
the  time  such  part  of  the  registration  statement  became  effective, 
that  the  statements  therein  were  true  and  that  there  was  no 
omission  to  state  a  material  fact  required  to  be  stated  therein  or 
necessary  to  make  the  statements  therein  not  misleading,  or 
(ii)  such  part  of  the  registration  statement  did  not  fairly 
represent  his  statement  as  an  expert  or  was  not  a  fair  copy 
of  or  extract  from  his  report  or  valuation  as  an  expert;  and 
(C)  as  regards  any  part  of  the  registration  statement  purporting 

to  be  made  on  the  authority  of  an  expert  (other  than  himself) 
or  purporting  to  be  a  copy  of  or  extract  from  a  report  or  valuation 
of  an  expert  (other  than  himself),  he  had  no  reasonable  ground 
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to  believe  and  did  not  believe,  at  the  time  such  part  of  the  regis- 
tration statement  became  effective,  that  the  statements  therein 
were  untrue  or  that  there  was  an  omission  to  state  a  material  fact 
required  to  be  stated  therein  or  necessary  to  make  the  statements 
therein  not  misleading,  or  that  such  part  of  the  registration  state- 
ment did  not  fairly  represent  the  statement  of  the  expert  or  was 
not  a  fair  copy  of  or  extract  from  the  report  or  valuation  of  the 
expert;  and  (D)  as  regards  any  part  of  the  registration  state- 
ment purporting  to  be  a  statement  made  by  an  official  person  or 
purporting  to  be  a  copy  of  or  extract  from  a  public  official  docu- 
ment, he  had  no  reasonable  ground  to  believe  and  did  not  believe, 
at  the  time  such  part  of  the  registration  statement  became  effec- 
tive, that  the  statements  therein  were  untrue,  or  that  there  was 
an  omission  to  state  a  material  fact  required  tx)  be  stated  therein 
or  necessary  to  make  the  statements  therein  not  misleading,  or 
that  such  part  of  the  registration  statement  did  not  fairly  repre- 
sent the  statement  made  by  the  official  person  or  was  not  a  fair 
copy  of  or  extract  from  the  public  official  document. 

(c)  In  determining,  for  the  purpose  of  paragraph  (3)  of  subsection 
(b)  of  this  section,  what  constitutes  reasonable  investigation  and  rea- 
sonable ground  for  belief,  the  standard  of  reasonableness  shall  be 
that  required  of  a  prudent  man  in  the  management  of  his  own 
property. 

(d)  If  any  person  becomes  an  underwriter  with  respect  to  the 
security  after  the  part  of  the  registration  statement  with  respect  to 
which  his  liability  is  asserted  has  become  effective,  then  for  the  pur- 
poses of  paragraph  (3)  of  subsection  (b)  of  this  section  such  part 
of  the  registration  statement  shall  be  considered  as  having  become 
effective  with  respect  to  such  person  as  of  the  time  when  he  became 
an  underwriter. 

(e)  The  suit  authorized  under  subsection  (a)  may  be  to  recover 
such  damages  as  shall  represent  the  difference  between  the  amount 
paid  for  the  security  (not  exceeding  the  price  at  which  the  security 
was  offered  to  the  public)  and  (1)  the  value  thereof  as  of  the  time 
such  suit  was  brought,  or  (2)  the  price  at  which  such  security  shall 
have  been  disposed  of  in  the  market  before  suit,  or  (3)  the  price  at 
which  such  security  shall  have  been  disposed  of  after  suit  but  before 
judgment  if  such  damages  shall  be  less  than  the  damages  repre- 
senting the  difference  between  the  amount  paid  for  the  security  (not 
exceeding  the  price  at  which  the  security  was  offered  to  the  public) 
and  the  value  thereof  as  of  the  time  such  suit  was  brought :  Provided^ 
That  if  the  defendant  proves  that  any  portion  or  all  of  such  damages 
represents  other  than  the  depreciation  in  value  of  such  security  result- 
ing from  such  part  of  the  registration  statement,  with  respect  to  which 
his  liability  is  asserted,  not  being  true  or  omitting  to  state  a  material 
fact  required  to  be  stated  therein  or  necessary  to  make  the  statements 
therein  not  misleading,  such  portion  of  or  all  such  damages  shall  not 
be  recoverable.  In  no  event  shall  any  underwriter  (unless  such  under- 
writer shall  have  knowningly  received  from  the  issuer  for  acting  as  an 
underwriter  some  benefit,  directly  or  indirectly,  in  which  all  other 
underwriters  similarly  situated  did  not  share  in  proportion  to  their 
respective  interests  in  the  underwriting)  be  liable  in  any  suit  or  as  a 
consequence  of  suits  authorized  under  subsection  (a)  for  damages  in 
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excess  of  the  total  price  at  which  the  securities  underwritten  by  him 
and  distributed  to  the  public  were  offered  to  the  i:)ublic.  In  any  suit 
under  this  or  any  other  section  of  this  title  the  court  may,  in  its  dis- 
cretion, require  an  undertaking  for  the  payment  of  the  costs  of  such 
suit,  including  reasonable  attorney's  fees,  and  if  judgment  shall  be 
rendered  against  a  party  litigant,  upon  the  motion  of  the  other  party 
litigant,  such  costs  may  be  assessed  in  favor  of  such  party  litigant 
(whether  or  not  such  undertaking  has  been  required)  if  the  court 
believes  the  suit  or  the  defense  to  have  been  without  merit,  in  an 
amount  sufficient  to  reimburse  him  for  the  reasonable  expenses  incurred 
by  him,  in  connection  with  such  suit,  such  costs  to  be  taxed  in  the 
manner  usually  provided  for  taxing  of  costs  in  the  court  in  which 
the  suit  was  heard. 

(f)  All  or  any  one  or  more  of  the  persons  specified  in  subsection 
(a)  shall  be  jointly  and  severally  liable,  and  eveiT  person  Avho  be- 
comes liable  to  make  any  payment  under  this  section  may  recover 
contribution  as  in  cases  of  contract  from  any  person  who,  if  sued 
separately,  would  have  been  liable  to  make  the  same  payment,  unless 
the  pei*son  who  has  become  liable  was,  and  the  other  was  not,  guilty 
of  fraudulent  misrepresentation. 

(g)  In  no  case  shall  the  amount  recoverable  under  this  section  exceed 
the  price  at  which  the  security  was  offered  to  the  public. 

CIVIL     LIABILITIES    ARISING     IN     CONNECTION     WITH    PROSPECTUSES    AND 

COMMUNICATIONS 

Sec.  12.  Any  person  who — 

(1)  offers  or  sells  a  security  in  violation  of  section  5,  or 

(2)  offers  or  sells  a  security  (whether  or  not  exempted  by  the 
provisions  of  section  3,  other  than  paragraph  (2)  of  subsection  (a) 
thereof),  by  the  use  of  any  means  or  instruments  of  transporta- 
tion or  connnunication  in  interstate  commerce  or  of  the  mails, 
by  means  of  a  prospectus  or  oral  communication,  which  includes 
an  untrue  statement  of  a  material  fact  or  omits  to  state  a  mate- 
rial fact  necessary  in  order  to  make  the  statements,  in  the  light  of 
the  circumstances  under  which  they  were  made,  not  misleading 
(the  purchaser  not  knowing  of  such  untruth  or  omission),  and 
who  shall  not  sustain  the  burden  of  proof  that  he  did  not  know, 
and  in  the  exercise  of  reasonable  care  could  not  have  known,  of 
such  untruth  or  omission, 

shall  be  liable  to  the  person  purchasing  such  security  from  him,  who 
may  sue  either  at  law  or  in  equity  in  any  court  of  competent  juris- 
diction, to  recover  the  consideration  paid  for  such  security  with 
interest  thereon,  less  the  amount  of  any  income  received  thereon,  upon 
the  tender  of  such  security,  or  for  damages  if  he  no  longer  owns  the 
security. 

LIMITATION    OF    ACTIONS 

Sec.  13.  Xo  action  shall  be  maintained  to  enforce  any  liability 
created  under  section  11  or  section  12  (2)  unless  brought  within  one 
year  after  the  discovery  of  the  untrue  statement  or  the  omission,  or 
after  such  discovery  should  have  been  made  by  the  exercise  of  reason- 
able diligence,  or,  if  the  action  is  to  enforce  a  liability  created  under 
section  12   (1),  unless  brought  within  one  year  after  the  violation 
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upon  which  it  is  based.  In  no  event  shall  any  such  action  be  brought 
to  enforce  a  liability  created  under  section  11  or  section  12  (1)  more 
than  three  years  after  the  security  was  bona  fide  offered  to  the  public, 
or  under  section  12  (2)  more  than  three  years  after  the  sale. 

CX)NTRARY    STIPULATIONS  VOID 

Sec.  14.  Any  condition,  stipulation,  or  provision  binding  any  per- 
son acquiring  any  security  to  waive  compliance  with  any  provision 
of  this  title  or  of  the  rules  and  regulations  of  the  Commission  shall 
be  void. 

LIABILITY   OF   CONTROLLING   PERSONS 

Sec.  15.  Every  person  who,  by  or  through  stock  ownership,  agency, 
or  otherwise,  or  who,  pursuant  to  or  in  connection  with  an  agreement 
or  understanding  with  one  or  more  other  persons  by  or  through  stock 
ownership,  agency,  or  otherwise,  controls  any  person  liable  under 
section  11  or  12,  shall  also  be  liable  jointly  and  severally  with  and 
to  the  same  extent  as  such  controlled  person  to  any  person  to  whom 
such  controlled  person  is  liable,  unless  the  controlling  person  had  no 
knowledge  of  or  reasonable  ground  to  believe  in  the  existence  of  the 
facts  by  reason  of  which  the  liability  of  the  controlled  person  is 
alleged  to  exist. 

ADDITIONAL   REMEDIES 

Sec.  16.  The  rights  and  remedies  provided  by  this  title  shall  be  in 
addition  to  any  and  all  other  rights  and  remedies  that  may  exist  at 
law  or  in  equity. 

FRAUDULENT  INTERSTATE  TRANSACTIONS 

Sec.  17.  (a)  It  shall  be  unlawful  for  any  person  in  the  offer  or  sale 
of  any  securities  by  the  use  of  any  means  or  instruments  of  transporta- 
tion or  communication  in  interstate  commerce  or  by  the  use  of  the 
mails,  directly  or  indirectly — 

(1)  to  employ  any  device,  scheme,  or  artifice  to  defraud,  or 

(2)  to  obtain  money  or  property  by  means  of  any  untrue  state- 
ment of  a  material  fact  or  any  omission  to  state  a  material  fact 
necessary  in  order  to  make  the  statements  made,  in  the  light  of 
the  circumstances  under  which  they  were  made,  not  misleading,  or 

(3)  to  engage  in  any  transaction,  practice,  or  course  of  busi- 
ness which  operates  or  would  operate  as  a  fraud  or  deceit  upon 
the  purchaser. 

(b)  It  shall  be  unlawful  for  any  person,  by  the  use  of  any  means 
or  instruments  of  transportation  or  communication  in  interstate 
commerce  or  by  the  use  of  the  mails,  to  publish,  give  publicity  to, 
or  circulate  any  notice,  circular,  advertisement,  newspaper,  article, 
letter,  investment  service,  or  communication  which,  though  not  pur- 
porting to  offer  a  security  for  sale,  describes  such  security  for  a  con- 
sideration received  or  to  be  received,  directly  or  indirectly,  from  an 
issuer,  underwriter,  or  dealer,  without  fully  disclosing  the  receipt, 
whether  past  or  prospective,  of  such  consideration  and  the  amount 
thereof. 

(c)  The  exemptions  ]>rovided  in  section  8  shall  not  apply  to  the 
provisions  of  this  section. 
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STATE   CONTROL   OF   SECURITIES 


Sec.  18.  Nothing  in  this  title  shall  affect  the  iurisdiction  of  the  secu- 
rities commission  (or  any  agency  or  office  performing  like  functions) 
of  any  State  or  Territory  of  the  United  States,  or  the  District  of  Co- 
lumbia, over  any  security  or  any  person. 

SPECIAL   POWERS   OF   COMMISSION 

Sec.  19.  (a)  The  Commission  shall  have  authority  from  time  to  time 
to  make,  amend,  and  rescind  such  rules  and  regulations  as  may  be 
necessary  to  carry  out  the  provisions  of  this  title,  including  rules  and 
regulations  governing  registration  statements  and  prospectuses  for 
various  classes  of  securities  and  issuei*s,  and  defining  accounting,  tech- 
nical and  trade  terms  used  in  this  title.  Among  other  things,  the  Com- 
mission shall  have  authority,  for  the  purposes  of  this  title,  to  prescribe 
the  form  or  forms  in  which  rec][uired  information  shall  be  set  forth, 
the  items  or  details  to  be  shown  m  the  balance  sheet  and  earning  state- 
ment, and  the  methods  to  be  followed  in  the  preparation  of  accounts^  in 
the  appraisal  or  valuation  of  assets  and  liabilities,  in  the  determination 
of  depreciation  and  depletion,  in  the  difl'erentiation  of  recurring  and 
nonrecurring  income,  in  the  differentiation  of  investment  and  operating 
income,  and  in  the  preparation,  where  the  Commission  deems  it  neces- 
sary or  desirable,  of  consolidated  balance  sheets  or  income  accounts 
of  any  person  directly  or  indirectly  controlling  or  controlled  by  the 
issuer,  or  any  person  under  direct  or  indirect  common  control  with  the 
issuer.  The  rules  and  regulations  of  the  Commission  shall  be  effective 
upon  publication  in  the  manner  which  the  Commission  shall  prescribe. 
No  provision  of  this  title  imposing  any  liability  shall  apply  to  any  act 
done  or  omitted  in  good  faith  in  conformity  with  any  rule  or  regula- 
tion of  the  Commission,  notwithstanding  that  such  rule  or  regulation 
may,  after  such  act  or  omission,  be  amended  or  rescinded  or  be  deter- 
mined by  judicial  or  other  authority  to  be  invalid  for  any  reason. 

(b)  For  the  purpose  of  all  investigations  which,  in  the  opinion  of 
the  Commission,  are  necessary  and  proper  for  the  enforcement  of 
this  title,  any  member  of  the  Commission  or  any  officer  or  officers 
designated  by  it  are  empowered  to  administer  oaths  and  affirmations, 
subpena  witnesses,  take  evidence,  and  require  the  production  of  any 
books,  papers,  or  other  documents  which  the  Commission  deems  rele- 
vant or  material  to  the  inquiry.  Such  attendance  of  witnesses  and 
the  production  of  such  documentary  evidence  may  be  required  from 
any  place  in  the  United  States  or  any  Territory  at  any  designated 
place  of  hearing. 

INJUNCTIONS    AND    PROSECUTION    OF    OFFENSES 

Sec.  20.  (a)  Whenever  it  shall  appear  to  the  Commission,  either 
upon  complaint  or  otherwise,  that  the  provisions  of  this  title,  or  of 
any  rule  or  regulation  prescribed  under  authority  thereof,  have  been 
or  are  about  to  be  violated,  it  may,  in  its  discretion,  either  require  or 
permit  such  person  to  file  with  it  a  statement  in  writing,  under  oath, 
or  otherwise,  as  to  all  the  facts  and  circumstances  concerning  the 
subject  matter  which  it  believes  to  be  in  the  public  interest  to 
investigate,  and  may  investigate  such  facts. 
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(b)  Whenever  it  shall  appear  to  the  Commission  that  any  person 
is  engaged  or  about  to  engage  in  any  acts  or  practices  which  consti- 
tute or  will  constitute  a  violation  of  the  provisions  of  this  title,  or  of 
any  rule  or  regulation  prescribed  under  authority  thereof,  it  may  in  its 
discretion,  bring  an  action  in  any  district  court  of  the  United  States, 
United  States  court  of  any  Territory,  or  the  United  States  District 
Court  for  the  District  of  Columbia  to  enjoin  such  acts  or  practices,  and 
upon  a  proper  showing  a  permanent  or  temporary  injunction  or 
restraining  order  shall  be  granted  without  bond.  The  Commission 
may  transmit  such  evidence  as  may  be  available  concerning  such  acts 
or  practices  to  the  Attorney  General  who  may,  in  his  discretion,  in- 
stitute the  necessary  criminal  proceedings  under  this  title.  Any  such 
criminal  proceeding  may  be  brought  either  in  the  district  wherein  the 
transmittal  of  the  prospectus  or  security  complained  of  begins,  or  in 
the  district  wherein  such  prospectus  or  security  is  received. 

(c)  Upon  application  of  the  Commission  the  district  courts  of  the 
United  States,  the  United  States  courts  of  any  Territory,  and  the 
Supreme  Court  of  the  District  of  Columbia,  shall  also  have  juris- 
diction to  issue  writs  of  mandamus  commanding  any  person  to  com- 
ply with  the  provisions  of  this  title  or  any  order  of  the  Commission 
made  in  pursuance  thereof. 

HEARINGS    BY    C0M:\nSSI0X 

Sec.  21.  All  hearings  shall  be  public  and  may  be  held  before  the 
Commission  or  an  officer  or  officers  of  the  Commission  designated  by  it, 
and  appropriate  records  thereof  shall  be  kept. 

JXTRISDICTIOX   OF   OFFENSES   AND   SUITS 

Sec.  22.  (a)  The  district  courts  of  the  United  States,  the  United 
States  courts  of  any  Territory,  and  the  United  States  District  Court  for 
the  District  of  Columbia  shall  have  jurisdiction  of  offenses  and  viola- 
tions under  this  title  and  under  the  rules  and  regulations  promulgated 
by  the  Commission  in  respect  thereto,  and,  concurrent  with  State  and 
Territorial  courts,  of  all  suits  in  equity  and  actions  at  law  brought  to 
enforce  any  liability  or  duty  created  by  this  title.  Any  such  suit  or 
action  may  be  brought  in  the  district  wherein  the  defendant  is  found 
or  is  an  inhabitant  or  transacts  business,  or  in  the  district  where  the 
offer  or  sale  took  place,  if  the  defendant  participated  therein,  and 
process  in  such  cases  may  be  served  in  any  other  district  of  which  the 
defendant  is  an  inhabitant  or  wherever  the  defendant  may  be  found. 
Judgments  and  decrees  so  rendered  shall  be  subject  to  review  as  pro- 
vided in  sections  128  and  240  of  the  Judicial  Code,  as  amended  (U.S.C, 
title  28,  sees.  225  and  347) .  No  case  arising  under  this  title  and  brought 
in  any  State  court  of  competent  jurisdiction  shall  be  removed  to  any 
court  of  the  United  States.  No  costs  shall  be  assessed  for  or  against 
the  Commission  in  any  proceeding  under  this  title  brought  by  or 
against  it  in  the  Supreme  Court  or  such  other  courts. 

(b)  In  case  of  contumacy  or  refusal  to  obey  a  subpena  issued  to 
any  person,  any  of  the  said  United  States  courts,  within  the  juris- 
diction of  which  said  person  2:uilty  of  contumacy  or  refusal  to  obey 
is  found  or  resides,  upon  application  by  the  Commission  may  issue  to 
such  person  an  order  requiring  such  person  to  appear  before  the  Com- 
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mission,  or  one  of  its  examiners  designated  by  it,  ther^  to  produce 
documentary  evidence  if  so  ordered,  or  there  to  give  evidence  touch- 
ing the  matter  in  question;  and  any  failure  to  obey  such  order  of 
the  court  may  be  punished  by  said  court  as  a  contempt  thereof. 

UNLAWFUL   REPRESENTATIONS 

Sec.  23.  Neither  the  fact  that  the  registration  statement  for  a  secu- 
rity has  been  filed  or  is  in  effect  nor  the  fact  that  a  stop  order  is  not  in 
effect  with  respect  thereto  shall  be  deemed  a  finding  by  the  Commis- 
sion that  registration  statement  is  true  and  accurate  on  its  face  or 
that  it  does  not  contain  an  untrue  statement  of  fact  or  omit  to  state  a 
material  fact,  or  be  held  to  mean  tliat  the  Commission  has  in  any  way 
passed  upon  the  merits  of,  or  given  approval  to,  such  security.  It  shall 
be  unlawful  to  make,  or  cause  to  be  made,  to  any  prospective  purchaser 
any  representation  contrary  to  the  foregoing  provisions  of  this  section. 

PENALTIES 

Sec.  24.  Any  person  who  willfully  violates  any  of  the  provisions 
of  this  title,  or  the  rules  and  regulations  promulgated  by  the  Com- 
mission under  authority  thereof,  or  any  person  who  willfully,  in  a 
registration  statement  filed  under  this  title,  makes  any  untrue  state- 
ment of  a  material  fact  or  omits  to  state  any  material  fact  required 
to  be  stated  therein  or  necessary  to  make  the  statements  therein  not 
misleading,  shall  upon  conviction  be  fined  not  more  than  $10,000  or 
imprisoned  not  more  than  five  years,  or  both. 

JURISDICTION   OF   OTHER  GOVERNMENT  AGENCIES  OVER  SECURITIES 

Sec.  25.  Nothing  in  this  title  shall  relieve  any  person  from  sub- 
mitting to  the  respective  supervisory  units  of  the  Government  of 
the  United  States  information,  reports,  or  other  documents  that  are 
now  or  may  hereafter  be  required  by  any  provision  of  law. 

SEPARABILITY  OF  PROVISIONS 

Sec.  26.  If  any  provision  of  this  Act,  or  the  application  of  such 
provision  to  any  person  or  circumstance,  shall  be  held  invalid,  the 
remainder  of  this  Act,  or  the  application  of  such  provision  to  persons 
or  circumstances  other  than  those  as  to  w^hich  it  is  held  invalid,  shall 
not  be  affected  thereby. 

SCHEDULE   A 

(1)  The  name  under  which  the  issuer  is  doing  or  intends  to  do 
business  ; 

(2)  the  name  of  the  State  or  other  sovereign  power  under  which 
the  issuer  is  organized ; 

(3)  the  location  of  the  issuer's  principal  business  office,  and  if  the 
issuer  is  a  foreign  or  territorial  person,  the  name  and  address  of  its 
agent  in  the  United  States  authorized  to  receive  notice ; 

(4)  the  names  and  addresses  of  the  directors  or  persons  perform- 
ing similar  functions,  and  the  chief  executive,  financial  and  account- 
ing officers,  chosen  or  to  be  chosen  if  the  issuer  be  a  corporation. 
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association,  trust,  or  other  entity ;  of  all  partners,  if  the  issuer  be  a 
partnership ;  and  of  the  issuer,  if  the  issuer  be  an  individual ;  and  of 
the  promoters  in  the  case  of  a  business  to  be  formed,  or  formed 
within  two  years  prior  to  the  filing  of  the  registration  statement; 

( 5 )  the  names  and  addresses  of  the  underwriters ; 

(6)  the  names  and  addresses  of  all  persons,  if  any,  owning  of 
record  or  beneficially,  if  known,  more  than  10  per  centum  of  any 
class  of  stock  of  the  issuer,  or  more  than  10  per  centum  in  the  aggre- 
gate of  the  outstanding  stock  of  the  issuer  as  of  a  date  within  twenty 
days  prior  to  the  filing  of  the  registration  statement ; 

(7)  the  amount  of  securities  of  the  issuer  held  by  any  person 
specified  in  paragraphs  (4),  (5),  and  (6)  of  this  schedule,  as  of  a 
date  within  twenty  days  prior  to  the  filing  of  the  registration  state- 
ment, and,  if  possible,  as  of  one  year  prior  thereto,  and  the  amount 
of  the  securities,  for  which  the  registration  statement  is  filed,  to 
which  such  persons  have  indicated  their  intention  to  subscribe ; 

(8)  the  general  character  of  the  business  actually  transacted  or 
to  be  transacted  by  the  issuer ; 

(9)  a  statement  of  the  capitalization  of  the  issuer,  including  the 
authorized  and  outstanding  amounts  of  its  capital  stock  and  the 
proportion  thereof  paid  up,  the  number  and  classes  of  shares  in 
which  such  capital  stock  is  divided,  par  value  thereof,  or  if  it  has 
no  par  value,  the  stated  or  assigned  value  thereof,  a  description  of 
the  respective  voting  rights,  preferences,  conversion  and  exchange 
rights,  rights  to  dividends,  profits,  or  capital  of  each  class,  with 
respect  to  each  other  class,  including  the  retirement  and  liquidation 
rights  or  values  thereof ; 

(10)  a  statement  of  the  securities,  if  any,  covered  by  options  out- 
standing or  to  be  created  in  connection  with  the  security  to  be  offered, 
together  with  the  names  and  addresses  of  all  persons,  if  any,  to  be 
allotted  more  than  10  per  centum  in  the  aggregate  of  such  options; 

(11)  the  amount  of  capital  stock  of  each  class  issued  or  included 
in  the  shares  of  stock  to  be  offered ; 

(12)  the  amount  of  the  funded  debt  outstanding  and  to  be  created 
by  the  security  to  be  offered,  with  a  brief  description  of  the  date, 
maturity,  and  character  of  such  debt,  rate  of  interest,  character  of 
amortization  provisions,  and  the  security,  if  any,  therefor.  If  sub- 
stitution of  any  security  is  permissible,  a  summarized  statement  of 
the  conditions  under  which  such  substitution  is  permitted.  If  substi- 
tution is  permissible  without  notice,  a  specific  statement  to  that  effect ; 

(13)  the  specific  purposes  in  detail  and  the  approximate  amounts 
to  be  devoted  to  such  purposes,  so  far  as  determinable,  for  which 
the  security  to  be  offered  is  to  supply  funds,  and  if  the  funds  are 
to  be  raised  in  part  from  other  sources,  the  amounts  thereof  and  the 
sources  thereof,  shall  be  stated ; 

(14)  the  remuneration,  paid  or  estimated  to  be  paid,  by  the  issuer 
or  its  predecessor,  directly  or  indirectly,  during:  the  past  vear  and 
ensuing  year  to  (a)  the  directors  or  persons  performing  similar  func- 
tions, and  (b)  its  officers  and  other  persons,  naming  them  wherever 
such  remuneration  exceeded  $25,000  during  any  such  year ; 

(15)  the  estimated  net  proceeds  to  be  derived  from  the  security 
to  be  offered : 
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(16)  the  price  at  which  it  is  proposed  that  the  security  shall  be 
offered  to  the  public  or  the  method  by  which  such  price  is  computed 
and  any  variation  therefrom  at  which  any  portion  of  such  security 
is  proposed  to  be  offered  to  any  persons  or  classes  of  persons,  other 
than  the  underwriters,  naming  them  or  specifying  the  class.  A 
variation  in  price  may  be  proposed  prior  to  the  date  of  the  public 
offering  of  the  security,  but  the  Commission  shall  immediately  be 
notified  of  such  variation ; 

(17)  all  commissions  or  discounts  paid  or  to  be  paid,  directly 
or  indirectly,  by  the  issuer  to  the  underwriters  in  respect  of  the  sale 
of  the  security  to  be  offered.  Commissions  shall  include  all  cash, 
securities,  contracts,  or  anything  else  of  value,  paid,  to  be  set  aside, 
disposed  of,  or  understandings  with  or  for  the  benefit  of  any  other 
persons  in  whicli  any  underwriter  is  interested,  made,  in  connec- 
tion with  the  sale  of  such  security.  A  commission  paid  or  to  be 
paid  in  connection  with  the  sale  of  such  security  by  a  person  in  which 
the  issuer  has  an  interest  or  which  is  controlled  or  directed  by,  or 
under  common  control  with,  the  issuer  shall  be  deemed  to  have  been 
paid  by  the  issuer.  Wliere  any  such  commission  is  paid  the  amount 
of  such  commission  paid  to  each  underwriter  shall  be  stated ; 

(18)  the  amount  or  estimated  amounts,  itemized  in  reasonable 
detail,  of  expenses,  other  than  commissions  specified  in  paragraph 
(17)  of  this  schedule,  incurred  or  borne  by  or  for  the  account  of 
the  issuer  in  connection  with  the  sale  of  the  security  to  be  offered 
or  properly  chargeable  thereto,  including  legal,  engineering,  cer- 
tification, authentication,  and  other  charges ; 

(19)  the  net  proceeds  derived  from  any  security  sold  by  the  issuer 
during  the  two  years  preceding  the  filing  of  the  registration  state- 
ment, the  price  at  which  such  security  was  offered  to  the  public, 
and  the  names  of  the  principal  underwriters  of  such  security; 

(20)  any  amount  paid  within  two  years  preceding  the  filing  of 
the  registration  statement  or  intended  to  be  paid  to  any  promoter 
and  the  consideration  for  any  such  payment; 

(21)  the  names  and  addresses  of  the  vendors  and  the  purchase 
price  of  any  property,  or  good  will,  acquired  or  to  be  acquired,  not 
in  the  ordinary  course  of  business,  which  is  to  be  defrayed  in  whole 
or  in  part  from  the  proceeds  of  the  security  to  be  offered,  the  amount 
of  any  commission  payable  to  any  person  in  connection  with  such 
acquisition,  and  the  name  or  names  of  such  person  or  persons,  to- 
gether with  any  expense  incurred  or  to  be  incurred  in  connection 
with  such  acquisition,  including  the  cost  of  borrowing  money  to 
finance  such  acquisition ; 

(22)  full  particulars  of  the  nature  and  extent  of  the  interest,  if 
any,  of  every  director,  principal  executive  officer,  and  of  every  stock- 
holder holding  more  than  10  per  centum  of  any  class  of  stock  or 
more  than  10  per  centum  in  the  aggregate  of  the  stock  of  the  issuer, 
in  any  property  acquired,  not  in  the  ordinarv  course  of  business 
of  the  issuer,  within  two  years  precedins:  the  filing:  of  the  registra- 
tion statement  or  proposed  to  be  acquired  at  such  date ; 

(23)  the  names  and  addresses  of  counsel  who  have  passed  on  the 
legality  of  the  issue ; 

(24)  dates  of  and  parties  to,  and  the  general  effect  concisely 
stated  of  everv  material  contract  made,  not  in  the  ordinary  course 
of  business,  which  contract  is  to  be  executed  in  whole  or  in  part  at 


or  after  the  filing  of  the  registration  statement  or  which  contract 
has  been  made  not  more  than  two  years  before  such  filing.  Any 
management  contract  or  contract  providing  for  special  bonuses  or 
profit-sharing  arrangements,  and  every  material  patent  or  contract 
for  a  material  patent  right,  and  every  contract  by  or  with  a  public 
utility  company  or  an  affiliate  thereof,  providing  for  the  giving  or 
receiving  of  technical  or  financial  advice  or  service  (if  such  contract 
may  involve  a  charge  to  any  party  thereto  at  a  rate  in  excess  of 
$2,500  per  year  in  cash  or  securities  or  anything  else  of  value),  shall 
be  deemed  a  material  contract ; 

(25)  a  balance  sheet  as  of  a  date  not  more  than  ninety  days  prior 
to  the  date  of  the  filing  of  the  registration  statement  showing  all  of 
the  assets  of  the  issuer,  the  nature  and  cost  thereof,  whenever  deter- 
minable, in  such  detail  and  in  such  form  as  the  Commission  shall 
prescribe  (with  intangible  items  segregated),  including  any  loan  in 
excess  of  $20,000  to  any  officer,  director,  stockholder  or  person 
directly  or  indirectly  controlling  or  controlled  by  the  issuer,  or 
person  under  direct  or  indirect  common  control  with  the  issuer.  All 
the  liabilities  of  the  issuer  in  such  detail  and  such  form  as  the  Com- 
mission shall  prescribe,  including  surplus  of  the  issuer  showing  how 
and  from  what  sources  such  surplus  was  created,  all  as  of  a  date  not 
more  than  ninety  days  prior  to  the  filing  of  the  registration  state- 
ment. If  such  statement  be  not  certified  by  an  independent  public 
or  certified  accountant,  in  addition  to  the  balance  sheet  required  to 
be  submitted  under  this  schedule,  a  similar  detailed  balance  sheet 
of  the  assets  and  liabilities  of  the  issuer,  certified  by  an  independent 
public  or  certified  accountant,  of  a  date  not  more  than  one  year  prior 
to  the  filing  of  the  registration  statement,  shall  be  submitted ; 

(26)  a  profit  and  loss  statement  of  the  issuer  showing  earnings 
and  income,  the  nature  and  source  thereof,  and  the  expenses  and 
fixed  charges  in  such  detail  and  such  form  as  the  Commission  shall 
prescribe  for  the  latest  fiscal  year  for  which  such  statement  is  avail- 
able and  for  the  two  preceding  fiscal  years,  year  by  year,  or,  if  such 
issuer  has  been  in  actual  business  for  less  than  three  years,  then  for 
such  time  as  the  issuer  has  been  in  actual  business,  year  by  year.  If 
the  date  of  the  filing  of  the  registration  statement  is  more  than  six 
months  after  the  close  of  the  last  fiscal  year,  a  statement  from  such 
closing  date  to  the  latest  practicable  date.  Such  statement  shall  show 
what  the  practice  of  the  issuer  has  been  during  the  three  years  or 
lesser  period  as  to  the  character  of  the  charges,  dividends  or  other 
distributions  made  against  its  various  surplus  accounts,  and  as  to 
depreciation,  depletion,  and  maintenance  charges,  in  such  detail  and 
form  as  the  Commission  shall  prescribe,  and  if  stock  dividends  or 
avails  from  the  sale  of  rights  have  been  credited  to  income,  they 
shall  be  shown  separately  with  a  statement  of  the  basis  upon  which 
the  credit  is  computed.  Such  statement  shall  also  differentiate 
between  any  recurring  and  nonrecurring  income  and  between  any 
investment  and  operating  income.  Such  statement  shall  be  certified 
by  an  independent  public  or  certified  accountant; 

(27)  if  the  proceeds,  or  any  part  of  the  proceeds,  of  the  security 
to  be  issued  is  to  be  applied  directly  or  indirectly  to  the  purchase 
of  any  business,  a  profit  and  loss  statement  of  such  business  certified 
by  an  independent  public  or  certified  accountant,  meeting  the  re- 


24 

quirements  of  paragraph  (26)  of  this  schedule,  for  the  three  pre- 
ceding fiscal  years,  together  with  a  balance  sheet,  similarly  certified, 
of  such  business,  meeting  the  requirements  of  paragraph  (25)  of 
this  schedule  of  a  date  not  more  than  ninety  days  prior  to  the  filing 
of  the  registration  statement  or  at  the  date  such  business  was 
acquired  by  the  issuer  if  the  business  was  acquired  by  the  issuer 
more  than  ninety  days  prior  to  the  filing  of  the  registration 
statement ; 

(28)  a  copy  of  any  agreement  or  agreements  (or,  if  identic  agree- 
ments are  used,  the  forms  thereof)  made  with  any  underwriter,  in- 
cluding all  contracts  and  agreements  referred  to  in  paragraph  (17) 
of  this  schedule; 

(29)  a  copy  of  the  opinion  or  opinions  of  counsel  in  respect  to  the 
legality  of  the  issue,  with  a  translation  of  such  opinion,  when  neces- 
sary, into  the  English  language; 

(30)  a  copy  of  all  material  contracts  referred  to  in  paragraph 
(24)  of  this  schedule,  but  no  disclosure  shall  be  required  of  any 
portion  of  any  such  contract  if  the  Commission  determines  that 
disclosure  of  such  portion  would  impair  the  value  of  the  contract 
and  would  not  be  necessary  for  the  protection  of  the  investors ; 

(31)  unless  previously  filed  and  registered  under  the  provisions 
of  this  title,  and  brought  up  to  date,  (a)  a  copy  of  its  articles  of 
incorporation,  with  all  amendments  thereof  and  of  its  existing  bylaws 
or  instruments  corresponding  thereto,  whatever  the  name,  if  the  issuer 
be  a  corporation;  (b)  copy  of  all  instruments  by  which  the  trust  is 
created  or  declared,  if  the  issuer  is  a  trust;  (c)  a  copy  of  its  articles 
of  partnership  or  association  and  all  other  papers  pertaining  to  its 
organization,  if  the  issuer  is  a  partnership,  unincorporated  associa- 
tion, joint-stock  company,  or  any  other  form  of  organization;  and 

(32)  a  copy  of  the  underlying  agreements  or  indentures  affecting 
any  stock,  bonds,  or  debentures  offered  or  to  be  offered. 

In  case  of  certificates  of  deposit,  voting  trust  certificates,  collateral 
trust  certificates,  certificates  of  interest  or  shares  in  unincorporated 
investment  trusts,  equipment  trust  certificates,  interim  or  other 
receipts  for  certificates,  and  like  securities,  the  Commission  shall 
establish  rules  and  regulations  requiring  the  submission  of  informa- 
tion of  a  like  character  applicable  to  such  cases,  together  with  such 
other  information  as  it  may  deem  appropriate  and  necessary  regard- 
ing the  character,  financial  or  otherwise,  of  the  actual  issuer  of  the 
securities  and /or  the  person  performing  the  acts  and  assuming  the 
duties  of  depositor  or  manager. 

SCHEDULrE   B 

(1)  Name  of  borrowing  government  or  subdivision  thereof; 

(2)  specific  purposes  in  detail  and  the  approximate  amounts  to 
be  devoted  to  such  purposes,  so  far  as  determinable,  for  which  the 
security  to  be  offered  is  to  supply  funds,  and  if  the  funds  are  to  be 
raised  in  part  from  other  sources,  the  amounts  thereof  and  the  sources 
thereof,  shall  be  stated ; 

(3)  the  amount  of  the  funded  debt  and  the  estimated  amount  of  the 
floating  debt  outstanding  and  to  be  created  by  the  security  to  be  of- 
fered, excluding  intergovernmental  debt,  and  a  brief  description  of 
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the  date,  maturity,  character  of  such  debt,  rate  of  interest,  character 
of  amortization  provisions,  and  the  security,  if  any,  therefor.  If  sub- 
stitution of  any  security  is  permissible,  a  statement  of  the  conditions 
under  which  such  substitution  is  permitted.  If  substitution  is  permis- 
sible without  notice,  a  specific  statement  to  that  effect; 

(4)  whether  or  not  the  issuer  or  its  predecessor  has,  within  a  period 
of  twenty  years  prior  to  the  filing  of  the  registration  statement,  de- 
faulted on  the  principal  or  interest  of  any  external  security,  excluding 
intergovernmental  debt,  and,  if  so,  the  date,  amount,  and  circum- 
stances of  such  default,  and  the  terms  of  the  succeeding  arrangement, 
if  any  ; 

(5)  the  receipts,  classified  by  source,  and  the  expenditures,  classified 
by  purpose,  in  such  detail  and  form  as  the  Commission  shall  prescribe 
for  the  latest  fiscal  year  for  which  such  information  is  available  and 
the  two  preceding  fiscal  years,  year  by  year  ; 

(6)  the  names  and  addresses  of  the  underwriters; 

(7)  the  name  and  address  of  its  authorized  agent,  if  any,  in  the 
United  States ; 

(8)  the  estimated  net  proceeds  to  be  derived  from  the  sale  in  the 
United  States  of  the  security  to  be  offered; 

(9)  the  price  at  which  it  is  proposed  that  the  security  shall  be  offered 
in  the  United  States  to  the  public  or  the  method  by  which  such  price  is 
computed.  A  variation  in  price  may  be  proposed  prior  to  the  date  of  the 
public  offering  of  the  security,  but  the  Commission  shall  immediately 
be  notified  of  such  variation ; 

(10)  all  commissions  paid  or  to  be  paid,  directly  or  indirectly,  by 
the  issuer  to  the  underwriters  in  respect  of  the  sale  of  the  security  to  be 
offered.  Commissions  shall  include  all  cash,  securities,  contracts,  or 
anything  else  of  value,  paid,  to  be  set  aside,  disposed  of,  or  understand- 
ings with  or  for  the  benefit  of  any  other  persons  in  which  the  under- 
writer is  interested,  made,  in  connection  with  the  sale  of  such  security. 
Where  any  such  commission  is  paid,  the  amount  of  such  commission 
paid  to  each  underwriter  shall  be  stated; 

Cll)  the  amount  or  estimated  amounts,  itemized  in  reasonable  de- 
tail, of  expenses,  other  than  the  commission  specified  in  paragraph 
('10)  of  this  schedule,  incurred  or  borne  by  or  for  the  account  of  the 
issuer  in  connection  with  the  sale  of  the  security  to  be  offered  or  prop- 
erly chargeable  thereto,  including  legal,  engineering,  certification,  and 
other  charges; 

(12)  the  names  and  addresses  of  counsel  who  have  passed  upon  the 
legalitv  of  the  issue ; 

C13)  a  copy  of  any  agreement  or  a.qfreements  made  with  any  under- 
writer fifoverning  the  sale  of  the  security  within  the  United  States :  and 

(14)  an  agreement  of  the  issuer  to  furnish  a  copy  of  the  opinion 
or  opinions  of  counsel  in  respect  to  the  leg-alitv  of  the  issue,  with  a 
translation,  where  necessary,  into  the  English  language.  Such  opin- 
ion shall  set  out  in  full  all  laws,  decrees,  ordinances,  or  other  acts 
of  Government  under  which  the  issue  of  such  security  has  been 
authorized. 

TITLE  II 

Sectton  201.  For  the  purpose  of  protecting:,  conservins:,  and 
advancing  the  interests  of  the  holders  of  foreign  securities  in  default, 


there  is  hereby  created  a  body  corporate  with  the  name  "Corporation 
of  Foreign  Security  Holders''  (herein  called  the  "Corporation"). 
The  principal  office  of  the  Corporation  shall  be  located  in  the  District 
of  Columbia,  but  there  may  be  established  agencies  or  branch  offices 
in  any  city  or  cities  of  the  United  States  under  rules  and  regulations 
prescribed  by  the  board  of  directors. 

Sec.  202.  The  control  and  management  of  the  Corporation  shall 
be  vested  in  a  board  of  six  directors,  who  shall  be  appointed  and 
hold  office  in  the  following  manner :  As  soon  as  practicable  after  the 
date  this  Act  takes  effect  the  Federal  Trade  Commission  (herein- 
after in  this  title  called  "Commission")  shall  appoint  six  directors, 
and  shall  designate  a  chairman  and  a  vice  chairman  from  among 
their  number.  After  the  directors  designated  as  chairman  and  vice 
chairman  cease  to  be  directors,  their  successors  as  chairman  and  vice 
chairman  shall  be  elected  by  the  board  of  directors  itself.  Of  the 
directors  first  appointed,  two  shall  continue  in  office  for  a  term  of  two 
years,  two  for  a  term  of  four  years,  and  two  for  a  term  of  six  years, 
from  the  date  of  this  Act  takes  effect,  the  term  of  each  to  be  designated 
by  the  Commission  at  the  time  of  appointment.  Their  successors 
shall  be  appointed  by  the  Commission,  each  for  a  term  of  six  years 
from  the  date  of  the  expiration  of  the  term  for  which  his  prede- 
cessor was  appointed,  except  that  any  person  appointed  to  fill  a 
vacancy  occurring  prior  to  tlie  expiration  of  the  term  for  which  his 
predecessor  was  appointed  shall  be  appointed  only  for  the  unex- 
pired term  of  such  predecessor.  No  person  shall  be  eligible  to  serve 
as  a  director  who  within  the  five  years  preceding  has  had  any  in- 
terest, direct  or  indirect,  in  any  corporation,  company,  partnership, 
bank  or  association  which  has  sold,  or  offered  for  sale  any  foreign 
securities.  The  office  of  a  director  shall  be  vacated  if  the  board  of 
directors  shall  at  a  meeting  specially  convened  for  that  purpose  by 
resolution  passed  by  a  majority  of  at  least  two  thirds  of  the  board 
of  directors,  remove  such  member  from  office,  provided  that  the 
member  whom  it  is  proposed  to  remove  shall  have  seven  days'  notice 
sent  to  him  of  such  meeting  and  that  he  may  be  heard. 

Sec.  203.  The  Corporation  shall  have  power  to  adopt,  alter,  and 
use  a  corporate  seal;  to  make  contracts;  to  lease  such  real  estate  as 
may  be  necessary  for  the  transaction  of  its  business;  to  sue  and  be 
sued,  to  complain  and  to  defend,  in  any  court  of  competent  juris- 
diction. State  or  Federal;  to  require  from  trustees,  financial  agents, 
or  dealers  in  foreign  securities  information  relative  to  the  original 
or  present  holders  of  foreign  securities  and  such  other  information 
as  may  be  required  and  to  issue  subpenas  therefor;  to  take  over  the 
functions  of  any  fiscal  and  paying  agents  of  any  foreign  securities  in 
default ;  to  borrow  money  for  the  purposes  of  this  title,  and  to  pledge 
as  collateral  for  such  loans  any  securities  deposited  with  the  Corpora- 
tion pursuant  to  this  title ;  by  and  with  the  consent  and  approval  of 
the  Commission  to  select,  employ,  and  fix  the  compensation  of  officers, 
directors,  members  of  committees,  emplovees,  attorneys,  and  agents 
of  the  Corporation,  without  regard  to  the  provisions  of  other  laws 
applicable  to  the  employment  and  compensation  of  officers  or  employ- 
ees of  the  United  States ;  to  define  their  authoritv  and  duties,  require 
bonds  of  them  and  fix  the  penalties  thereof,  and  to  dismiss  at  pleasure 
such  officers,  employees,  attorneys,  and   agents;   and  to  prescribe. 
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amend,  and  repeal,  by  its  board  of  directors,  bylaws,  rules,  and  regu- 
lations governing  the  manner  in  which  its  general  business  may  be 
conducted  and  the  powers  granted  to  it  by  law  may  be  exercised  and 
enjoyed,  together  with  provisions  for  such  committees  and  the  func- 
tions thereof  as  the  board  of  directors  may  deem  necessary  for 
facilitating  its  business  under  this  title.  The  board  of  directors  of  the 
Corporation  shall  determine  and  prescribe  the  manner  in  which  its 
obligations  shall  be  incurred  and  its  expenses  allowed  and  paid. 
Sec.  204.  The  board  of  directors  may — 

(1)  Convene  meetings  of  holders  of  foreign  securities. 

(2)  Invite  the  deposit  and  undertake  the  custody  of  foreign  securi- 
ties which  have  defaulted  in  the  payment  either  of  principal  or  inter- 
est, and  issue  receipts  or  certificates  in  the  place  of  securities  so 
deposited. 

(3)  Appoint  committees  from  the  directors  of  the  Corporation  and/ 
or  all  other  persons  to  represent  holders  of  any  class  or  classes  of 
foreign  securities  which  have  defaulted  in  the  payment  either  of  prin- 
cipal or  interest  and  determine  and  regulate  the  functions  of  such 
committees.  The  chairman  and  vice  chairman  of  the  board  of  direc- 
tors shall  be  ex  officio  chairman  and  vice  chairman  of  each  committee. 

(4)  Negotiate  and  carry  out,  or  assist  in  negotiating  and  carrying 
out,  arrangements  for  the  resumption  of  payments  due  or  in  arrears 
in  respect  of  any  foreign  securities  in  default  or  for  rearranging  the 
terms  on  which  such  securities  may  in  future  be  held  or  for  convert- 
ing and  exchanging  the  same  for  new  securities  or  for  any  other  object 
in  relation  thereto ;  and  under  this  paragraph  any  plan  or  agreement 
made  with  respect  to  such  securities  shall  be  binding  upon  depositors, 
providing  that  the  consent  of  holders  resident  in  the  United  States  of 
60  per  centum  of  the  securities  deposited  with  the  Corporation  shall 
be  obtained. 

(5)  Undertake,  superintend,  or  take  part  in  the  collection  and  ap- 
plication of  funds  derived  from  foreign  securities  which  come  into 
the  possession  of  or  under  the  control  or  management  of  the  Corpora- 
tion. 

(6)  Collect,  preserve,  publish,  circulate,  and  render  available  in 
readily  accessible  form,  when  deemed  essential  or  necessary,  docu- 
ments, statistics,  reports,  and  information  of  all  kinds  in  respect  of 
foreign  securities,  including  particularly  records  of  foreign  external 
securities  in  default  and  records  of  the  progress  made  toward  the 
payment  of  past-due  obligations. 

(7)  Take  such  steps  as  it  may  deem  expedient  with  the  view  of 
securing  the  adoption  of  clear  and  simple  forms  of  foreign  securities 
and  just  and  sound  principles  in  the  conditions  and  terms  thereof. 

(8)  Generally,  act  in  the  name  and  on  behalf  of  the  holders  of 
foreign  securities  the  care  or  representation  of  whose  interests  may 
bo  entrusted  to  the  Corporation ;  conserve  and  protect  the  rights  and 
interests  of  holders  of  foreign  securities  issued,  sold,  or  owned  in  the 
United  States;  adopt  measures  for  the  protection,  vindication,  and 
preservation  or  reservation  of  the  rights  and  interests  of  holders  of 
foreign  securities  either  on  any  default  in  or  on  breach  or  contem- 
plated breach  of  the  conditions  on  which  such  foreign  securities  may 
have  been  issued,  or  otherwise;  obtain  for  such  holders  such  legal 
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and  other  assistance  and  advice  as  the  board  of  directors  may  deem 
expedient;  and  do  all  such  other  things  as  are  incident  or  conducive 
to  the  attainment  of  the  above  objects. 

Sec.  205.  The  board  of  directors  shall  cause  accounts  to  be  kept  of 
all  matters  relating  to  or  connected  with  the  transactions  and  busi- 
ness of  the  Corporation,  and  cause  a  general  account  and  balance 
sheet  of  the  Corporation  to  be  made  out  in  each  year,  and  cause  all 
accounts  to  be  audited  by  one  or  more  auditors  who  shall  examine 
the  same  and  report  thereon  to  the  board  of  directors. 

Sec.  206.  The  Corporation  shall  make,  print,  and  make  public  an 
annual  report  of  its  oj:>e  rat  ions  during  each  year,  send  a  copy  thereof, 
together  with  a  copy  of  the  account  and  balance  sheet  and  auditor's 
report,  to  the  Commission  and  to  both  Houses  of  Congress,  and  pro- 
vide one  copy  of  such  report  but  not  more  than  one  on  the  application 
of  any  person  and  on  receipt  of  a  sum  not  exceeding  $1 :  Provided^ 
That  the  board  of  directoi-s  in  its  discretion  may  distribute  copies 
gratuitously. 

Sec.  207.  The  Corporation  may  in  its  discretion  levy  charges, 
assessed  on  a  pro  rata  basis,  on  the  holders  of  foreign  securities 
deposited  with  it:  Provided^  That  any  charge  levied  at  the  time  of 
depositing  securities  with  the  Corporation  shall  not  exceed  one  fifth 
of  1  per  centum  of  the  face  value  of  such  securities:  Provided  fur- 
ther^ That  any  additional  charges  shall  bear  a  close  relationship  to 
the  cost  of  operations  and  negotiations  including  those  enumerated 
in  sections  208  and  204  and  shall  not  exceed  1  per  centum  of  the  face 
value  of  such  securities. 

Sec.  208.  The  Corporation  may  receive  subscriptions  from  any  per- 
son, foundation  with  a  public  purpose,  or  agency  of  the  United 
States  Government,  and  such  subscriptions  may,  in  the  discretion  of 
the  board  of  directoi-s,  be  treated  as  loans  repayable  when  and  as  the 
board  of  directors  shall  determine. 

Sec.  209.  The  Reconstruction  Finance  Corporation  is  hereby  author- 
ized to  loan  out  of  its  funds  not  to  exceed  $75,000  for  the  use  of  the 
Corporation. 

Sec.  210.  Notwithstanding  the  foregoing  provisions  of  this  title, 
it  shall  be  unlawful  for,  and  nothing  in  this  title  shall  be  taken  or 
construed  as  permitting  or  authorizing,  the  Corporation  in  this  title 
created,  or  any  committee  of  said  Corporation,  or  any  person  or 
persons  acting  for  or  representing  or  purporting  to  represent  it — 

(a)  to  claim  or  assert  or  pretend  to  be  acting  for  or  to  repre- 
sent the  Department  of  State  or  the  United  States  Government  ; 

(b)  to  make  any  statements  or  representations  of  any  kind  to 
any  foreign  government  or  its  officials  or  the  officials  of  any 
political  subdivision  of  any  foreign  government  that  said  Cor- 
portation  or  any  committee  thereof  or  any  individual  or  indi- 
viduals connected  therewith  were  speaking  or  acting  for  the 
said  Department  of  State  or  the  United  States  Government;  or 

(c)  to  do  any  act  directly  or  indirectly  which  would  interfere 
with  or  obstruct  or  hinder  or  which  might  be  calculated  to 
obstruct,  hinder  or  interfere  with  the  policy  or  policies  of  tlie 
said  Department  of  State  or  the  Government  of  the  United 
States  or  any  pending  or  contemplated  diplomatic  negotiations, 
arrangements,  business  or  exchanges  between  the  Government 
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of  the  United  States  or  said  Department  of  State  and  any  for- 
eign government  or  any  political  subdivision  thereof. 
Sec.  211.  This  title  shall  not  take  effect  until  the  President  finds 
that  its  taking  effect  is  in  the  public  interest  and  by  proclamation 
so  declares. 

Sec.  212.  This  title  may  be  cited  as  the  "Corporation  of  Foreign 
Bondholders  Act,  1933." 

TITLE  III 

[Title  III,  the  Trust  Indenture  Act  of  1939,  is  set  forth  beginning 
on  page  179.] 
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APPENDIX 

Provisions  of  Federal  Law  Relating  to  the  Securities  Act  of  1933 

I.  ExE:Mpnoxs 

In  addition  to  sections  3  and  -i  of  the  Securities  Act  of  1933;  the 
following  should  be  considered : 
A.  Section  264  of  the  Bankruptcy  Act  (11  U.S.C.  664)  :  ^ 
"Sec.  264.  a.  The  provisions  of  section  5  of  the  Securities  Act  of 
1933  shall  not  apply  to — 

'•(1)  any  security  issued  by  the  receiver,  trustee,  or  debtor  in 
possession  pursuant  to  paragraph  (2)  of  section  116  ^  of  this 
Act;  or 

"(2)  any  transaction  in  any  security  issued  pursuant  to  a  plan 
in  exchange  for  securities  of  or  claims  against  the  debtor  or  partly 
in  such  exchange  and  partly  for  cash  and/or  property,  or  issued 
upon  exercise  of  any  right  to  subscribe  or  conversion  privilege  so 
issued,  except  (a)  transactions  by  an  issuer  or  an  underwriter  in 
connection  with  a  distribution  otherwise  than  pursuant  to  the  plan, 
and  (b)  transactions  by  a  dealer  as  to  securities  constituting  the 
whole  or  a  part  of  an  unsold  allotment  to  or  subscription  by  such 
dealer  as  a  participant  in  a  distribution  of  such  securities  by  the 
issuer  or  by  or  through  an  imderwriter  otherwise  than  pursuant  to 
the  plan, 
"b.  As  used  in  this  section,  the  terms  'security,'  'issuer,'  'underwriter,' 
and  'dealer'  shall  have  the  meanings  provided  in  Section  2  of  the 


1  Sec.  7  of  the  amendatory  Act  provides  that  the  Act  shall  "take  effect  and  be  in  force  on 
and  after  three  months  from  the  date  of  its  approval. "  Sec.  276.  c.  provides  as  follows  with 
resnect  to  pending  proceedings  under  sees.  77A  and  77B  of  the  Bankruptcy  Act : 

"c.  the  provisions  of  sections  77A  and  77B  of  chapter  VIII.  as  amended,  of  the  Act 
entitled  'An  Act  to  establish  a  uniform  system  of  bankruptcy  throughout  the  United  States,' 
approved  July  1,  1898.  shall  continue  in  full  force  and  effect  with  respect  to  proceedings 
pending  under  those  sections  upon  the  effective  date  of  this  amendatory  Act.  except  that — - 

"(1)  if  the  petition  in  such  proceedings  was  approved  within  three  months  prior  to  the 
effective  date  of  this  amendatory  Act,  the  provisions  of  this  chapter  shall  apply  in  their 
entirety  to  such  proceedings  ;  and 

"C2)  if  the  petition  in  such  proceedings  was  approved  more  than  three  months  before 
the  effective  date  of  this  amendatory  Act.  the  provisions  of  this  chapter  shall  apply  to  such 
proceedings  to  the  extent  that  the  judge  shall  deem  their  aoplication  practicable  :  and  *  *  *" 

2  Par.  (2)  of  sec.  116  of  the  Bankruptcy  Act,  as  amended  June  22,  1938,  c.  575.  §  1,  52 
Stat.  885  : 

"Sec.  116.  Upon  the  approval  of  a  petition,  the  judge  may,  in  addition  to  the  jurisdiction, 
powers,  and  duties  hereinabove  and  elsewhere  in  this  chapter  conferred  and  imposed  upon 
him  and  the  court — 

******* 

"(2)  authorize  a  receiver,  trustee,  or  debtor  in  possession,  upon  such  notice  as  the  judge 
may  prescribe  and  uoon  cause  shown,  to  issue  certificates  of  indebtedness  for  cash,  property, 
or  other  consideration  approved  by  the  judge,  upon  such  terms  and  conditions  and  with 
such  security  and  priority  in  payment  over  existing  obligations,  secured  or  unsecured,  as  in 
the  particular  case  may  be  equitable  ;" 

(a1) 
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Securities  Act  of  1933,  and  the  term  'Securities  Act  of  1933'  shall  be 
deemed  to  refer  to  such  Act  as  heretofore  or  hereafter  amended.". 

[Note:  Section  264,  which  is  contained  in  chapter  X  of  the 
amendatory  Act  entitled  "Corporate  Reorganization,"  is  to 
replace  the  following  excerpt  from  subdivision  (h)  of  section 
77B  of  the  Bankruptcy  Act  as  contained  in  c.  424,  48  Stat. 
920,  approved  June  7, 1934 : 

"*  *  *  All  securities  issued  pursuant  to  any  plan  of  re- 
organization confirmed  by  the  court  in  accordance  with  the 
provisions  of  this  section,  including,  without  limiting  the 
generality  of  the  foregoing,  any  securities  issued  pursuant  to 
such  plan  for  the  purpose  of  raising  money  for  working 
capital  and  other  purposes  of  such  plan  and  securities  issued 
by  the  debtor  or  by  tlie  trustee  or  trustees  pursuant  to  sub- 
division (c),  clause  (3),  of  this  section,  and  all  certificates  of 
deposit  representing  securities  of  or  claims  against  the  debtor 
which  it  is  proposed  to  deal  with  under  any  such  plan,  shall 
be  exempt  from  all  the  provisions  of  the  Securities  Act  of 
1933,  approved  May  27,  1933,  except  the  provisions  of  sub- 
division (2)  of  section  12,  and  section  17  thereof,  and  except 
the  provisions  of  section  24  thereof  as  applied  to  any  willful 
violation  of  said  section  17.". 

Subdivision  (c),  clause  (3),  referred  to  in  the  above  ex- 
cerpt from  section  77B,  reads  as  follows : 

(c)  Upon  approving  the  petition  or  answer  or  at  any 
time  thereafter,  the  judge,  in  addition  to  the  jurisdiction  and 
powers  elsewhere  in  this  section  conferred  upon  him,  *  *  *  (3) 
may,  for  cause  shown,  authorize  the  debtor  or  the  trustee  or 
trustees,  if  appointed,  to  issue  certificates  for  cash,  property, 
or  other  consideration  approved  by  the  judge  for  such  law- 
ful purposes,  and  upon  such  terms  and  conditions  and  with 
such  security  and  such  priority  in  payments  over  existing 
obligations,  secured  or  unsecured,  as  may  be  lawful  in  the 
particular  case ;  *  *  *.". 

The  effect  of  section  264  and  its  relation  to  section  77B  (h) 
is  discussed  in  the  following  excerpts  from  S.  Kept.  No.  1916, 
75th  Cong.  (3d  sess.) ,  at  p.  38 : 

"Section  264  is  derived  in  part  from  section  77B  (h).  Under 
this  provision  no  registration  in  compliance  with  the  Securi- 
ties Act  of  1933  is  required  for  the  issuance  of  securities  to  the 
security  holders  or  creditors  of  the  debtor  in  whole  or  part  ex- 
change for  their  old  securities  or  claims.  However,  new  issues 
sold  by  the  reorganized  company  for  cash  are  required  to  be 
registered  under  the  Securities  Act  just  as  any  other  new  is- 
sues of  securities,  in  order  that  prospective  investors  may  have 
all  material  information  before  buying.  Furthermore,  the  ex- 
emption for  the  issuance  of  securities  to  security  holders  and 
creditors  under  the  plan  does  not  extend  to  any  subsequent 
redistribution  of  such  securities  by  the  issuer  or  an  under- 
writer; for  any  such  redistribution  is  subject  to  the  same  need 
for  public  disclosure  of  relevant  data  as  in  the  case  of  a  new 
issue.  This  need  for  registration  upon  redistribution  has  been 
recognized  by  the  Securities  and  Exchange  Commission  in  its 
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interpretation  of  section  77B  (h),  but  the  revision  embodied 
in  section  264  is  designated  to  remove  all  doubt  as  to  the 
correctness  of  that  interpretation.".] 

B.  Section  393  of  the  Bankruptcy  Act  (11  U.S.C.  793)  : 

"Sec.  393.  a.  The  provisions  of  section  5  of  the  Securities  Act  of  1933 
shall  not  apply  to — 

"  (1)  any  security  issued  by  a  receiver,  trustee,  or  debtor  in  pos- 
session pursuant  to  section  344  of  this  Act ;  ^  or 

"(2)  any  transaction  in  any  security  issued  pursuant  to  an  ar- 
rangement in  exchange  for  claims  against  the  debtor  or  partly,  in 
exchange  and  partly  for  cash  and/or  property,  or  issued  upon 
exercise  of  any  right  to  subscribe  or  conversion  privilege  so  issued, 
except  (A)  transactions  by  an  issuer  or  an  underwriter  in  connec- 
tion with  a  distribution  otherwise  than  pursuant  to  the  arrange- 
ment, and  (B)  transactions  by  a  dealer  as  to  securities  constituting 
the  whole  or  a  part  of  an  unsold  allotment  to  or  subscription  by  the 
dealer  as  a  participant  in  a  distribution  of  such  securities  by  the 
issuer  or  by  or  through  an  underwriter  otherwise  than  pursuant 
to  the  arrangement, 
"b.  As  used  in  this  section,  the  terms  'security,'  'issuer,'  'under- 
writer,' and  'dealer'  shall  have  the  meanings  provided  in  section  2  of 
the  Securities  Act  of  1933,  and  the  term  'Securities  Act  of  1933'  shall 
be  deemed  to  refer  to  such  Act  as  heretofore  or  hereafter  amended.". 

[Note  :  Section  393  is  contained  in  chapter  XI  of  the  amend- 
atory Act,  entitled  "Arrangements".] 

C.  Section  518  of  the  Bankruptcy    Act  (11  U.S.C.  918)  : 

"Sec.  518.  a.  The  provisions  of  section  5  of  the  Securities  Act  of  1933 
shall  not  apply  to — 

"(1)  any  security  issued  by  a  trustee  or  debtor  in  possession 
pursuant  to  section  446  of  this  Act ;  ^  or 

"(2)  any  transaction  in  any  security  issued  pursuant  to  an 
arrangement  in  exchange  for  securities  of  or  claims  against  the 
debtor  or  partly  in  such  exchange  and  partly  for  cash  and/or 
property,  or  issued  upon  exercise  of  any  right  to  subscribe  or  con- 
version privilege  so  issued,  except  (a)  transactions  by  an  issuer 
or  an  underwriter  in  connection  with  a  distribution  other^'ise 
to  the  arrangement,  and  (b)  transactions  by  a  dealer  as  to  securi- 
ties constituting  the  whole  or  a  part  of  an  unsold  allotment  to  or 
subscription  by  such  dealer  as  a  participant  in  a  distribution  of 
such  securities  by  the  issuer  or  by  or  through  an  underwriter 
otherwise  than  pursuant  to  the  arrangement. 

3  Sec.  344  of  the  Act  11  U.S.C.  §  744,  referred  to  in  sec.  393.  a.  (1),  reads  as  follows  : 
"Sec.  344.  During  the  pendency  of  a  proceeding  for  an  arrangement,  or  after  the  con- 
firmation of  the  arrangement  where  the  court  has  retained  jurisdiction,  the  court  may 
upon  cause  shown  authorize  the  receiver  or  trustee,  or  the  debtor  in  possession,  to  issue 
certificates  of  indebtedness  for  cash,  property,  or  other  consideration  approved  by  the  court, 
upon  such  terms  and  conditions  and  with  such  security  and  priority  in  payment  over 
existing  obligations  as  in  the  particular  case  may  be  equitable." 

*  Sec.  446,  referred  to  in  sec.  518,  11  U.S.C.  §  846,  reads  as  follows  : 

"Sec.  446.  During  the  pendency  of  a  proceeding  for  an  arraneement.  or  after  the  con- 
firmation of  the  arrangement  where  the  court  has  retained  jurisdiction,  the  court  may  upon 
cause  shown  authorize  the  trustee  or  debtor  in  possession  to  issue  certificates  of  indebted- 
ness for  cash,  property,  or  other  consideration  approved  by  the  court,  upon  such  terms  and 
conditions  and  with  such  security  and  priority  in  payment  over  existing  obligations  as  in 
the  particular  case  may  be  equitable." 
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"b.  As  used  in  this  section,  the  terms  'security,'  'issuer,'  'under- 
writer,' and  'dealer'  shall  have  the  meanings  provided  in  section  2  of 
the  Securities  Act  of  1933,  and  the  term  'Securities  Act  of  1933'  shall 
be  deemed  to  refer  to  such  Act  as  heretofore  or  hereafter  amended.". 

[Nohte:  Section  518  is  contained  in  chapter  XII  of  the 
amended  Act  entitled  "Real  Property  AiTangements  by  Per- 
sons other  than  Corporations".] 

D.  Excerpt  from  section  77(f)  of  the  Bankruptcv  Act  (11  U.S.C. 
205(f)): 

U4t  *  *  'pj^g  provisions  of  title  I  and  of  section  5  of  the  Securities 
Act  of  1933,  as  amended,  shall  not  apply  to  the  issuance,  sale,  or  ex- 
change of  any  of  the  following  securities,  which  securities  and  transac- 
tion therein  shall,  for  the  purposes  of  said  Securities  Act,  be  treated  as 
if  they  were  specifically  mentioned  in  sections  3  and  4  of  the  siiid 
Securities  Act,  respectively:  (1)  All  securities  issued  pursuant  to  any 
plan  of  reorganization  confirmed  by  the  judge  in  accordance  with  the 
provisions  of  this  section;  (2)  all  securities  issued  pursuant  to  such 
plan  for  the  purpose  of  raising  money  for  working  capital  and  other 
purposes  of  such  plan;  (3)  all  securities  issued  by  the  debtor  or  by 
the  trustee  or  trustees  pursuant  to  subdivision  (c),  clause  (3)  of  this 
section;'^  (4)  all  certificates  of  doi^osit  representing  securities  of,  or 
claims  against,  the  debtor,  with  the  exception  of  such  certificates  of 
deposit  as  are  issued  by  committees  not  subject  to  subsection  (p) 
hereof.  The  provisions  of  subdivision  (a)  of  section  (14)  of  the  Se- 
curities Exchange  Act  of  1934  shall  not  be  applicable  with  respect  to 
any  action  or  matter  which  is  within  the  provisions  of  subsection  (p) 
hereof.".^ 


5  Subdivision    (c).  clause   (3),  as  amended  Oct.  24,  1951,  c.  543,   §1,  65  Stat.  606,  11 
U.S.C.  5  205(c),  referred  to  in  the  above  excerpt,  reads  as  follows: 
"(c)  After  approving  the  petition  : 

•  •••»*• 

"(3)  The  judge  may,  upon  not  less  than  fifteen  days'  notice  published  in  such  manner 
and  in  such  newspapers  as  the  judge  may  In  his  discretion  determine,  which  notice  so 
determined  shall  be  suflScient.  for  cause  shown,  and  with  the  approval  of  the  Commission 
[Interstate  Commerce  Commission],  in  accordance  with  section  20(a)  of  the  Interstate 
Commerce  Act,  as  now  or  hereafter  amended,  authorize  the  trustee  or  trustees  to  issue  cer- 
tificates for  cash,  property,  or  other  consideration  approved  by  the  judge,  for  such  lawful 
purposes  and  upon  such  terms  and  conditions  and  with  such  security  and  such  priority  in 
payments  over  existing  obligations,  secured  or  unsecured,  or  receivership  charges,  as 
might  be  in  an  equity  receivership  be  lawful.  Where  such  certificates  are  authorized  to 
provide  funds  to  pay  for  the  acquisition,  assembly  or  installation  of  safety  equipment  or 
materials  related  thereto,  or  for  the  purpose  of  reimbursing  the  trustee  or  trustees  for 
funds  so  expended,  the  judge  may  direct  (without  limitation  of  his  power  to  make  such 
direction  in  the  absence  of  this  provision)  that  the  certificates  shall  have  such  lien  on  the 
property  of  the  debtor  and  shall  be  entitled  to  such  priority  In  payments  over  existing 
obligations,  secured  or  unsecured,  and  receivership  charges  and  present  or  future  duties, 
debts  or  taxes  or  other  obligations  In  favor  of  or  payable  to  any  State  or  any  subdivision, 
agency  or  Instrumentality  thereof  and  Interest  or  penalties,  and  to  such  parity  with  all 
or  any  portion  of  the  other  costs  or  expenses  of  administration  or  operation  as  In  the  par- 
ticular case  the  judge  may  find  equitable  at  the  time  of  authorizing  the  Issuance  of  such 
certificates,  regardless  of  whether  such  obligations,  charges,  costs  or  expenses,  duties, 
debts,  or  taxes  constitute  or  are  secured  by  Hens  on  real  or  personal  property  or  shall  have 
become  payable  before  or  after  the  Issuance  of  such  certificates." 
«  Subsection  (p),  referred  to  In  the  above  excerpt,  reads  as  follows  : 
"(p)  It  shall  be  unlawful  for  any  person,  during  the  pendency  of  proceedings  under  this 
section  or  of  receivership  proceedings  against  a  railroad  corporation  in  any  State  or  Federal 
court,  (a)  to  solicit,  or  permit  the  use  of  his  name  to  solicit,  from  any  creditor  or  share- 
holder of  any  railroad  corporation  by  or  against  whom  such  proceedings  have  been 
instituted,  any  proxy  or  authorization  to  represent  any  such  creditor  or  shareholder  in 
such  proceedings  or  In  any  matters  relating  to  such  proceedings,  or  to  vote  on  his  behalf  for 
or  against,  or  to  consent  to  or  reject,  any  plan  of  reoreranizatlon  proposed  In  connection 
with  such  proceedings  ;  or  (b)  to  use,  employ,  or  act  under  or  pursuant  to  anv  such  nroxy 
or  authorization  from  any  such  creditor  or  shareholder  which  has  been  solicited  or  obtained 
prior  to  the  Institution  of  such  proceedings;  or  (c)  to  solicit  the  deposit  by  anv  such 
creditor,  or  shareholder,  of  his  claim  against  or  Interest  in  such  railroad  corporation,  or 
any  Instrument  evidencing  the  same,  under  any  agreement  authorizing  anyone  other  than 

(Continued) 
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E.  Section  3(a)  (2)  oi  the  Securities  Act  exempts  from  the  registra- 
tion provisions  of  that  Act 

"any  security  which  is  an  industrial  development  bond  (as  defined 
in  section  103(c)  (2)   [Now  103(b)  (2)]  of  the  Internal  Revenue 

(Continued) 

such  depositor  to  represent  such  depositor  in  such  proceedings  or  in  any  matters  relating 
to  such  proceedings,  including  any  matters  relating  to  the  deposited  security  or  claim  ;  or 
to  vote  such  claim  or  interest  or  to  consent  to  or  reject  any  such  plan  of  reorganization  ; 
or  (d)  to  use,  employ,  or  act  under  or  pursuant  to  any  such  agreement  with  such  depositor 
which  has  been  solicited  or  obtained  prior  to  the  institution  of  such  proceedings  ;  unless 
and  until,  upon  proper  application  by  any  person  proposing  to  make  such  solicitation  or  to 
use,  employ,  or  act  under  or  pursuant  to  such  proxies,  authorization,  or  deposit  agreements, 
and  after  consideration  of  the  terms  and  conditions  (including  provisions  governing  the 
compensation  and  expenses  to  be  received  by  the  applicant,  its  agents  and  attorneys,  for 
their  services)  upon  which  it  is  proposed  to  make  such  solicitation  or  to  use,  employ,  or 
act  under  or  pursuant  to  such  proxies,  authorizations,  or  deposit  agreements,  the  Com- 
mission [Interstate  Commerce  Commission]  after  hearing  by  order  authorizes  such  solicita- 
tion, use,  employment,  or  action :  Provided,  however,  That  nothing  contained  in  this 
section  shall  be  applicable  to  or  construed  to  prohibit  any  person,  when  not  part  of  an 
organized  effort,  from  acting  in  his  own  interest,  and  not  for  the  interest  of  any  other, 
through  a  representative  or  otherwise,  or  from  authorizing  a  representative  to  act  for  him 
in  any  of  the  foregoing  matters,  or  to  prohibit  groups  of  not  more  than  twenty-five  bona 
fide  holders  of  securities  or  claims  or  groups  of  mutual  institutions  from  acting  together 
for  their  own  interests  and  not  for  others  through  representatives  or  otherwise  or  from 
authorizing  representatives  of  such  groups  to  act  for  them  in  respect  to  any  of  the  fore- 
going matters.  The  Commission  shall  make  such  order  only  if  it  finds  that  the  terms  and 
conditions  upon  which  such  solicitation,  use,  employment,  or  action  is  proposed  ,are  reason- 
able, fair,  and  in  the  public  interest,  and  conform  to  such  rules  and  regulations  as  the 
Commission  may  provide.  The  Commission  shall  have  the  power  to  make  such  rules  and 
regulations  respecting  such  solicitation,  use,  employment,  or  action  and  with  respect  to  the 
terms  and  the  provisions  of  such  proxies,  authorizations,  and  deposit  agreements,  and  with 
respect  to  such  other  matters  in  connection  with  the  administration  of  this  subsection  as  It 
deems  necessary  or  desirable  to  promote  the  public  interest,  and  to  insure  proper  practices 
in  the  representation  of  creditors  and  stockholders  through  the  use  of  such  proxies,  author- 
izations, or  deposit  agreements  and  in  the  solicitation  thereof.  It  shall  be  unlawful  for  any 
person  to  solicit  any  such  proxy,  authorization,  or  the  deposit  of  any  such  claim  or  interest 
or  to  use,  employ,  or  act  under  or  pursuant  to  any  such  proxy,  authorization,  or  deposit 
agreement  which  has  been  solicited  or  obtained  prior  to  the  institution  of  such  proceedings 
in  violation  of  the  rules  and  regulations  so  prescribed. 

"Every  application  for  authority  shall  be  made  in  such  form  and  contain  such  matters  as 
the  Commission  may  prescribe.  Every  such  application  shall  be  made  under  oath,  signed  by, 
or  on  behalf  of,  the  applicant  by  a  duly  authorized  agent  having  knowledge  of  the  matters 
therein  set  forth.  The  Commission  may  modify  any  order  authorizing  such  solicitation,  use, 
employment,  or  action  by  a  supplemental  order,  but  no  such  modification  shall  invalidate 
action  previously  taken,  or  rights  or  obligations  which  have  previously  arisen,  in  conformity 
with  the  Commission's  prior  order  or  orders  authorizing  such  solicitation,  use,  employ- 
ment, or  action. 

"The  Commission  may,  in  its  discretion,  make  such  investigations  as  it  deems  necessary 
to  determine  whether  any  person  has  violated  or  is  about  to  violate  any  provision  of  this 
subsection  (p)  or  any  rule  or  regulation  t'^ereunder,  and  may  require  or  permit  any  person 
to  file  with  it  a  statement  in  writing,  under  oath,  or  otherwise,  as  the  Commission  shall 
determine,  as  to  all  the  facts  and  circumstances  concerning  the  matter  to  be  investigated. 
The  Commission  is  authorized,  in  its  discretion,  to  publish  information  concerning  any  such 
violations,  and  to  investigate  any  such  facts,  conditions,  practices,  or  matters  as  it  may 
deem  necessary  or  proper  to  aid  in  the  enforcement  of  the  provisions  of  this  subsection  (p), 
in  the  prescribing  of  rules  and  regulations  thereunder,  or  in  securing  information  to  serve 
as  a  basis  for  recommending  further  legislation  concerning  the  matters  to  which  this 
subsection  relates. 

"Any  person  who  willfully  violates  any  provision  of  this  subsection,  or  any  rule  or 
regulation  made  thereunder  the  violation  of  which  is  made  unlawful,  or  any  person  who 
willfully  and  knowingly  makes,  or  causes  to  be  made,  any  statement  in  any  application, 
report,  or  document  required  to  be  filed  hereunder  or  under  any  rule  or  regulation  authorized 
hereby,  which  statement  is  false  or  misleading  with  respect  to  any  material  fact,  shall  be 
guilty  of  a  misdemeanor,  and  on  conviction  in  any  United  States  court  having  jurisdiction, 
shall  be  punished  bv  a  fine  of  not  less  than  ."RLOOO  nor  more  than  $10,000  or  bv  imprison- 
ment for  not  less  than  one  year  nor  more  than  three  years,  or  by  both  such  fine  and  im- 
prisonment, in  the  discretion  of  the  court ;  but  no  person  shall  be  subject  to  imprisonment 
under  this  section  for  the  violation  of  any  rule  or  regulation  if  he  proves  that  he  had  no 
knowledge  of  such  rule  or  regulation. 

"The  provisions  of  this  subsection  (p)  shall  not  be  applicable  to  any  person  or  committee 
which  has  begun  to  solicit,  obtain,  or  use  proxies,  authorizations,  or  deposit  agreements 
prior  to  the  effective  date  of  this  amendatory  section  in  connection  with  proceedings  under 
this  section  as  in  force  prior  to  such  effective  date  or  receivership  proceedings  against  a 
railroad  then  pending  in  any  State  or  Federal  court,  unless  such  person  or  committee 
makes  application  to  the  Commission  and  receives  authority  to  act  as  in  this  subsection 
provided,  in  which  event  the  provisions  of  this  subsection  (p)  shall  be  applicable  to  such 
person  or  committee,  but  such  authorization  shall  not  be  upon  terms  which  shall  invalidate 
any  action  theretofore  taken,  or  any  rights  or  obligations  which  havp  theretofore  arisen  : 
Provided,  That  with  respect  to  committees  which  are  not  subject  to  this  subsection  (p)  the 
judge  shall  scrutinize  and  may  disregard  anv  limitations  or  provisions  of  any  deposit  agree- 
ments, committee,  or  other  authorizations  affecting  any  creditor  or  stockholder  acting  under 
this  section  and  may  enforce  an  accounting  thereunder  or  restrain  the  exercise  of  any 
power  which  he  finds  to  be  unfair  or  not  consistent  with  public  policy,  including  the  collec- 
tion of  unreasonable  amounts  for  compensation  and  expenses." 
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Code  of  1954)  the  interest  on  which  is  excludable  from  gross  in- 
come under  section  103(a)  (1)  of  such  Code  if,  by  reason  of  the 
application  of  paragraph  (4)  or  (6)  of  section  103(c)  [Now 
103(b)]  of  such  Code  (determined  as  if  paragraphs  (4)  (A),  (5), 
and  (7)  were  not  included  in  section  103(c)  [103(b)],  paragraph 
(1)  of  such  section  103(c)  [Now  103(b)]  does  not  apply  to  such 
security ;". 

The  pertinent  provisions  of  section  103  of  the  Internal  Revenue  Code 

of  1954  read  as  follows : 

"SEC.  103.    INTEREST  ON  CERTAIN  GOVERNMENTAL  OBLIGATIONS. 

"(a)  General  Rule. — Gross  income  does  not  include  interest  on — 
"(1)  the  obligations  of  a  State,  a  Territory,  or  a  possession  of 
the  United  States,  or  any  political  subdivision  of  any  of  the  fore- 
going, or  of  the  District  of  Columbia ; 
H:  *****  * 

"(b)  Industrial  Development  Bonds. — 

"(1)  Subsection  (a)(1)  not  to  apply. — Except  as  otherwise 
provided  in  this  subsection,  any  industrial  development  bond  shall 
be  treated  as  an  obligation  not  described  in  subsection  (a)(1). 
"(2)  Industrial  DE^^=lI.oPMENT  bond. — For  purposes  of  this 
subsection,  the  term  'industrial  development  bond'  means  any 
obligation — 

"(A)  which  is  issued  as  part  of  an  issue  all  or  a  major 
portion  of  the  proceeds  of  which  are  to  be  used  directly  or 
indirectly  in  any  trade  or  business  carried  on  by  any  person 
who  is  not  an  exempt  person  (within  the  meaning  of  para- 
graph (3)),  and 

"(B)  the  payment  of  the  principal  or  interest  on  which 
(under  the  terms  of  such  obligation  or  any  underlying  ar- 
rangement) is,  in  whole  or  in  major  ])art — 

"(i)  secured  by  any  interest  in  property  used  or  to  be 
used  in  a  trade  or  business  or  in  payments  in  respect  of 
such  property,  or 

"(ii)  to  be  derived  from  payments  in  respect  of  prop- 
erty, or  borrowed  money,  used  or  to  be  used  in  a  trade  or 
business. 
******* 

"(4)   Certain  exempt  acttvtties. — Paragraph   (1)   shall  not 
apply  to  any  obligation  which  is  issued  as  part  of  an  issue  sub- 
stantially all  of  the  proceeds  of  which  are  to  be  used  to  provide — 
"(A)  residential  real  property  for  family  units, 
"(B)  sports  facilities, 
"(C)  convention  or  trade  show  facilities, 
"(D)  airports,  docks,  wharves,  mass  commuting  facilities, 
parking  facilities,  or  storage  or  training  facilities  directly  re- 
lated to  any  of  the  foregoing, 

"(E)  sewage  or  solid  waste  disposal  facilities  or  facilities 
for  the  local  furnishing  of  electric  energy  or  gas, 
"(F)  air  or  water  pollution  control  facilities,  or 
"(G)  facilities  for  the  furnishing  of  water,  if  available  on 
reasonable  demand  to  members  of  the  general  public. 
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"(5)  Industrial  parks. — Paragraph  (1)  shall  not  apply  to  any 
obligation  issued  as  part  of  an  issue  substantially  all  of  the  pro- 
ceeds of  which  are  to  be  used  for  the  acquisition  or  development 
of  land  as  the  site  for  an  industrial  park.  For  purposes  of  the 
preceding  sentence,  the  term  'development  of  land'  includes  the 
provision  of  water,  sewage,  drainage,  or  similar  facilities,  or  of 
transportation,  power,  or  communication  facilities,  which  are  in- 
cidental to  use  of  the  site  as  an  industrial  park,  but,  except  with 
respect  to  such  facilities,  does  not  include  the  provision  of  struc- 
tures or  buildings. 

"  (6)  Exemption  for  certain  small  issues. — 

"(A)  In  general. — Paragraph  (1)  shall  not  apply  to  any 
obligation  issued  as  part  of  an  issue  the  aggregate  authorized 
face  amount  of  which  is  $1,000,000  or  less  and  substantially  all 
of  the  proceeds  of  which  are  to  be  used  (i)  for  the  acquisition, 
construction,  reconstruction,  or  improvement  of  land  or  prop- 
erty of  a  character  subject  to  the  allowance  for  depreciation, 
or  (ii)  to  redeem  part  or  all  of  a  prior  issue  which  was  issued 
for  purposes  described  in  clause  (i)  or  this  clause. 
"(B)   Certain  prior  issues  taken  into  account. — If — 
"(i)  the  proceeds  of  two  or  more  issues  of  obligations 
(whether  or  not  the  issuer  of  each  such  issue  is  the  same) 
are  or  will  be  used  primarily  with  respect  to  facilities  lo- 
cated in  the  same  incorporated  municipality  or  located  in 
the     same    county     (but    not     in     any    incorporated 
municipality), 

"(ii)  the  principal  user  of  such  facilities  is  or  will  be 
the  same  person  or  two  or  more  related  persons,  and 

"(iii)  but  for  this  subparagraph,  subparagraph  (A) 
would  apply  to  each  such  issue, 
then,  for  purposes  of  subparagraph  ( A) ,  in  determining  the 
aggregate  face  amount  of  any  later  issue  there  shall  be  taken 
into  account  the  face  amount  of  obligations  issued  under  all 
prior  such  issues  and  outstanding  at  the  time  of  such  later  is- 
sue (not  including  as  outstanding  any  obligation  which  is  to 
be  redeemed  from  the  proceeds  of  the  later  issue). 

"(C)  Related  persons. — For  purposes  of  this  paragraph 
and  paragraph  (7),  a  person  is  a  related  person  to  another 
person  if — 

"(i)  the  relationship  between  such  persons  would  re- 
sult in  a  disallowance  of  losses  under  section  267  or  707 
(b),or 

"(ii)  such  persons  are  members  of  the  same  controlled 

group  of  corporations   (as  defined  in  section  1563(a), 

except  that  'more  than  50  percent'  shall  be  substituted 

for  'at  least  80  percent'  each  place  it  appears  therein). 

"(D)  $5,000,000  limit  in  certain  cases. — At  the  election 

of  the  issuer,  made  at  such  time  and  in  such  manner  as  the 

Secretary  or  his  delegate  shall  by  regulations  prescribe,  with 

respect  to  any  issue  this  paragraph  shall  be  applied — 

"(i)  by  substituting  '$5,000,000'  for  '$1,000,000'  in 
subparagraph  ( A) ,  and 
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"  (ii)  in  determining  the  aggregate  face  amount  of  such 
issue,  by  taking  into  account  not  only  the  amount  de- 
scribed in  subparagraph   (B),  but  also  the  aggregate 
amount  of  capital  expenditures  with  respect  to  facilities 
described  in  subparagraph  (E)  paid  or  incurred  during 
the  6-year  period  beginning  3  years  before  the  date  of 
such  issue  and  ending  3  years  after  such  date  (and  fi- 
nanced otherwise  than  out  of  the  proceeds  of  outstand- 
ing issues  to  which  subparagraph  (A)  applied),  as  if 
the  aggregate  amount  of  such  capital  expenditures  con- 
stituted tne  face  amount  of  a  prior  outstanding  issue 
described  in  subparagraph  (B). 
"(E)  Facilities  taken  into  account. — For  purposes  of 
subparagraph  (D)(ii),  the  facilities  described  in  this  sub- 
paragraph are  facilities — 

"(i)  located  in  the  same  incorporated  municipality  or 
located  in  the  same  county  (but  not  in  any  incorporated 
municipality),  and 

"(ii)  the  principal  user  of  which  is  or  will  be  the  same 
person  or  two  or  more  related  persons. 
For  purposes  of  clause  (i),  the  determination  of  whether  or 
not  facilities  are  located  in  the  same  governmental  unit  shall 
be  made  as  of  the  date  of  issue  of  tlie  issue  in  question. 

"(F)  Certain  capital  expenditures  not  taken  into  ac- 
count.— For  purposes  of  subparagraph  (D)  (ii),  any  capital 
expenditure — 

"(i)  to  replace  property  destroyed  or  damaged  by  fire, 
storm,  or  other  casualty,  to  the  extent  of  the  fair  market 
value  of  the  property  replaced, 

"  (ii)  required  by  a  change  made  after  the  date  of  issue 
of  the  issue  in  question  in  a  Federal  or  State  law  or  local 
ordinance  of  general  application  or  required  by  a  change 
made  after  such  date  in  rules  and  regulations  general 
application  issued  under  such  a  law  or  ordinance,  or 

"(iii)  required  by  circumstances  which  could  not  be 
reasonably  foreseen  on  such  date  of  issue  or  arising  out 
of  a  mistake  of  law  or  fact  (but  the  aggregate  amount 
of  expenditures  not  taken  into  account  under  this  clause 
with  respect  to  any  issue  shall  not  exceed  $1,000,000), 
shall  not  be  taken  into  account. 

"(G)  Limitation  on  loss  of  tax  exemption. — In  apply- 
ing subparagraph  (D)  (ii)  with  respect  to  capital  expend- 
itures made  after  the  date  of  any  issue,  no  obligation  issued 
as  a  part  of  such  issue  shall  be  treated  as  an  obligation  not 
described  in  subsection  (a)(1)  by  reason  of  any  such  ex- 
penditure for  any  period  before  the  date  on  which  such  ex- 
penditure is  paid  or  incurred. 

"(H)  Certain  refinancing  issues. — In  the  case  of  any  is- 
sue described  in  subparagraph  (A)  (ii),  an  election  may  be 
made  under  subparagraph  (D)  only  if  all  the  prior  issues 
being  redeemed  are  issues  to  which  subparagraph  (A)  ap- 
plies. In  applying  subparagraph  (D)  (ii)  with  respect  to  such 
a  refinancing  issue,  capital  expenditures  shall  be  taken  into 
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account  only  for  purposes  of  determining  whether  the  prior 

issues  being  redeemed  qualified  (and  would  have  continued 

to  Qualify)  under  subparagraph  (A). 
"(7)  Exception. — Paragraphs  (4),  (5),  and  (6)  shall  not  ap- 
ply with  respect  to  any  obligation  for  any  period  during  which 
it  is  held  by  a  person  who  is  a  substantial  user  of  the  facilities  or  a 
related  person.". 

******* 

F.  Section  3(a)(2)   of  the  Securities  Act  also  exempts  from  the 
registration  requirements  of  that  Act 

"any  interest  or  participation  in  a  single  or  collective  trust  fund 
maintained  by  a  bank  or  in  a  separate  account  maintained  by  an 
insurance  company  which  interest  or  participation  is  issued  in 
connection  with  (A)  a  stock  bonus,  pension,  or  profit-sharing  plan 
which  meets  the  requirements  for  qualification  under  section  401 
of  the  Internal  Revenue  Code  of  1954,  or  (B)  an  annuity  plan 
which  meets  the  requirements  for  the  deduction  of  the  employer's 
contribution  under  section  404(a)(2)  of  such  Code,  other  than 
any  plan  described  in  clause  (A)  or  (B)  of  this  paragraph  (i) 
the  contributions  under  which  are  held  in  a  single  trust  fund  main- 
tained by  a  bank  or  in  a  separate  account  maintained  by  an  insur- 
ance company  for  a  single  employer  and  under  which  an  amount 
in  excess  of  the  employer's  contribution  is  allocated  to  the  purchase 
of  securities  (other  than  interests  or  participations  in  the  trust  or 
separate  account  itself)  issued  by  the  employer  or  by  any  company 
directly  or  indirectly  controlling,  controlled  by  or  under  common 
control  with  the  employer  or  (ii)  which  covers  employees  some 
or  all  of  whom  are  employees  within  the  meaning  of  section  401 
(c)(1)  of  such  Code.". 

The  relevant  sections  of  the  Internal  Revenue  Code  of  1954  read  as 

follows : 

"SEC.  401.    QUALIFIED  PENSION,  PROFIT-SHARING,  AND  STOCK  BONUS 
PLANS. 

"(a)  Requirements  for  Qualification. — A  trust  created  or  orga- 
nized in  the  United  States  and  forming  part  of  a  stock  bonus,  pension, 
or  profit-sharing  plan  of  an  employer  for  the  exclusive  benefit  of  his 
employees  or  their  beneficiaries  shall  constitute  a  qualified  trust  under 
this  section — 

"(1)  if  contributions  are  made  to  the  trust  by  such  employer, 
or  employees,  or  both,  or  by  another  employer  who  is  entitled  to 
deduct  his  contributions  under  section  404(a)(3)(B)  (relating 
to  deduction  for  contributions  to  profit-sharing  and  stock  bonus 
plans) ,  for  the  purpose  of  distributing  to  such  employees  or  their 
beneficiaries  the  corpus  and  income  of  the  fund  accumulated  by 
the  trust  in  accordance  with  such  plan ; 

"(2)  if  under  the  trust  instrument  it  is  impossible,  at  any  time 
prior  to  the  satisfaction  of  all  liabilities  with  respect  to  employees 
and  their  beneficiaries  under  the  trust,  for  any  part  of  the  corpus 
or  income  to  be  (within  the  taxable  year  or  thereafter)  used  for, 
or  diverted  to,  purposes  other  than  for  the  exclusive  benefit  of  his 
employees  or  their  beneficiaries ; 
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"(3)  if  the  plan  of  which  such  trust  is  a  part  satisfies  the  re- 
quirements of  section  410  (relating  to  minimum  participation 
standards) ;  and 

"(4)  if  the  contributions  or  benefits  provided  under  the  plan  do 
not  discriminate  in  favor  of  employees  who  are — 
"(A)  officers, 
"(B)  shareholders,  or 
"(C)  highly  compensated. 
For  purposes  of  this  paragraph,  there  shall  be  excluded  from  con- 
sideration employees  described  in  section  410(b)  (2)  (A)  and  (C). 

"(5)  A  classification  shall  not  be  considered  discriminatory 
within  the  meaning  of  paragraph  (4)  or  section  410(b)  (without 
regard  to  paragraph  (1)  (A)  thereof)  merely  because  it  excludes 
employees  the  whole  of  whose  remuneration  constitutes  "wages" 
under  section  3121  (a)(1)  (relating  to  the  Federal  Insurance  Con- 
tributions Act)  or  merely  because  it  is  limited  to  salaries  or  clerical 
employees.  Neither  shall  a  plan  be  considered  discriminatory  with- 
in the  meaning  of  such  provisions  merely  because  the  contribu- 
tions or  benefits  of  or  on  behalf  of  the  employees  under  the  plan 
bear  a  uniform  relationship  to  the  total  compensation,  or  the 
basic  or  regular  rate  of  compensation,  of  such  employees,  or  merely 
because  the  contributions  or  benefits  based  on  that  part  of  an  em- 
ployee's remuneration  which  is  excluded  from  "wages"  by  section 
3121(a)  (1)  differ  from  the  contributions  or  benefits  based  on  em- 
ployee's remuneration  not  so  excluded,  or  differ  because  of  any 
retirement  benefits  created  under  the  State  or  Federal  law.  For 
purposes  of  this  paragraph  and  paragraph  (10),  the  total  com- 
pensation of  an  individual  who  is  an  employee  within  the  mean- 
ing of  subsection  (c)  (1)  means  such  individual's  earned  income 
(as  defined  in  subsection  (c)  (2) ) ,  and  the  basic  or  regular  rate  of 
compensation  of  such  an  individual  shall  be  determined,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  with 
respect  to  that  portion  of  his  earned  income  which  bears  the  same 
ratio  to  his  earned  income  as  the  basic  or  regular  compensation 
of  the  employees  under  the  plan  bears  to  the  total  compensation  of 
such  employees.  For  purposes  of  determining  whether  two  or  more 
plans  of  an  employer  satisfy  the  requirements  of  paragraph  (4) 
when  considered  as  a  single  plan,  if  the  amount  of  contributions 
on  behalf  of  the  employees  allowed  as  a  deduction  under  section 
404  for  the  taxable  year  with  respect  to  such  plans,  taken  together, 
bears  a  uniform  relationship  to  the  total  compensation,  or  the 
basic  or  regular  rate  of  compensation,  of  such  employees,  the 
plans  shall  not  be  considered  discriminatory  merely  because  the 
rights  of  employees  to,  or  derived  from,  the  employer  contributions 
iinder  the  separate  plans  do  not  become  nonforfeitable  at  the  same 
rate.  For  the  purposes  of  determining  whether  two  or  more  plans 
of  an  employer  satisfy  the  requirements  of  paragraph  (4)  when 
considered  as  a  single  plan,  if  the  employees'  rights  to  benefits 
under  the  separate  plans  do  not  become  nonforfeitable  at  the  same 
rate,  but  the  levels  of  benefits  provided  by  the  separate  plans 
satisfy  the  requirements  of  regulations  prescribed  by  the  Secretarj^ 
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or  his  delegate  to  take  account  of  the  differences  in  such  rates,  the 
plans  shall  not  be  considered  discriminatory  merely  because  of  the 
difference  in  such  rates. 

"(6)  A  plan  shall  be  considered  as  meeting  the  requirements  of 
paragi'aph  (3)  during  the  whole  of  any  taxable  year  of  the  plan 
if  on  one  day  in  each  quarter  it  satisfied  such  requirements. 

"(7)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  unless  the  plan  of  which  such  trust  is  a  part  satisfies  the 
requirements  of  section  411  (relating  to  minimum  vesting 
standards). 

"(8)  A  trust  forming  part  of  a  pension  plan  shall  not  con- 
stitute a  qualified  trust  under  this  section  unless  the  plan  provides 
that  forfeitures  must  not  be  applied  to  increase  the  benefits  any 
employee  would  otherwise  receive  under  the  plan. 

"  (9)  In  the  case  of  a  plan  which  provides  contributions  or  bene- 
fits for  employees  some  or  all  of  whom  are  employees  within 
the  meaning  of  subsection  (c)  (1),  a  trust  forming  part  of  such 
plan  shall  not  constitute  a  qualified  trust  under  this  section  unless, 
under  the  plan,  the  entire  interest  of  each  employee — 

"(A)  either  will  be  distributed  to  him  not  later  than  his 
taxable  year  in  which  he  attains  the  age  of  701/^  years,  or,  in 
the  case  of  an  employee  other  than  an  owner-employee  (as 
defined  in  subsection  (c)  (3) ),  in  which  he  retires,  whichever 
is  the  later,  or 

"(B)  will  be  distributed,  commencing  not  later  than  such 
taxable  year,  (i)  in  accordance  with  regulations  prescribed 
by  the  Secretary  or  his  delegate,  over  the  life  of  such  em- 
ployee or  over  the  lives  of  such  employee  and  his  spouse,  or 
(ii)  in  accordance  with  such  regulations,  over  a  period  not 
extending  beyond  the  life  expectancy  of  such  employee  or  the 
life  expectancy  of  such  employee  and  his  spouse. 
A  trust  shall  not  be  disqualified  under  this  paragraph  by  reason 
of  distributions  under  a  designation,  prior  to  the  date  of  the  en- 
actment of  this  paragraph,  by  any  employee,  under  the  plan  of 
which  such  trust  is  a  part,  of  a  method  of  distribution  which  does 
not  meet  the  terms  of  the  preceding  sentence. 

"(10)  In  the  case  of  a  plan  which  provides  contributions  or 
benefits  for  employees  some  or  all  of  whom  are  owner-employees 
(as  defined  in  subsection  (c)  (3) ) — 

"(A)  paragraph  (3),  the  first  and  second  sentences  of 
paragraph  (5),  and  section  410  shall  not  apply,  but — 

"(i)  such  plan  shall  not  be  considered  discriminatory 
within  the  meaning  of  paragraph  (4)  merely  because 
the  contributions  or  benefits  of  or  on  behalf  of  employees 
under  the  plan  bear  a  uniform  relationship  to  the  total 
compensation,  or  the  basic  or  regular  rate  of  compensa- 
tion, of  such  employees,  and 

"(ii)  such  plan  shall  not  be  considered  discriminatory 
within  the  meaning  of  parajjraph  (4)  solely  because 
under  the  plan  contributions  described  in  subsection  (e) 
which  are  in  excess  of  the  amounts  which  may  be  de- 
ducted under  section  404  for  the  taxable  year  may  be 
made  on  behalf  of  any  owner-employee ;  and 
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"(B)  a  trust  forming  a  part  of  such  plan  shall  constitute 
a  qualified  trust  under  this  section  only  if  the  requirements 
in  subsection  (d)  are  also  met. 
"(11)  (A)  A  trust  shall  not  constitute  a  qualified  trust  under 
this  section  if  the  plan  of  which  such  trusts  is  a  part  provides 
for  the  payment  of  benefits  in  the  form  of  an  annuity  unless  such 
plan  provides  for  the  payment  of  annuity  benefits  in  a  form  hav- 
ing the  effect  of  a  qualified  joint  and  survivor  annuity. 

"(B)  Notwithstanding  the  provisions  of  subparagraph 
(A),  in  the  case  of  a  plan  which  provides  for  the  payment  of 
benefits  before  the  normal  retirement  age  (as  defined  in  sec- 
tion 411(a)  (8)),  the  plan  is  not  required  to  provide  for  the 
payment  of  annuity  benefits  in  a  form  having  the  effect  of  a 
qualified  joint  and  survivor  annuity  during  the  period  begin- 
ning on  the  date  on  which  the  employee  enters  into  the  plan 
as  a  participant  and  ending  on  the  later  of — 

"(i)  the  date  the  employee  reaches  the  earliest  retire- 
ment age  under  the  plan,  or 

"(ii)  the  first  day  of  the  120th  month  beginning  be- 
fore the  date  on  which  the  employee  reaches  normal  re- 
tirement age. 
"(C)  A  plan  described  in  subparagraph  (B)  does  not  meet 
the  requirements  of  subparagraph  (A)  unless,  under  the  plan, 
a  participant  has  a  reasonable  period  during  which  lie  may 
elect  the  qualified  joint  and  survivor  annuity  form  with  re- 
spect to  the  period  beginning  on  the  date  on  which  the 
period  described  in  subparagraph  (B)  ends  and  ending  on 
the  date  on  which  he  reaches  normal  retirement  age  (as  de- 
fined in  section  411(a)  (8))  if  he  continues  his  employment 
during  that  period.  A  plan  does  not  meet  the  requirements 
01  this  subparagraph  unless,  in  the  case  of  such  an  elec- 
tion, the  payments  under  the  survivor  annuity  are  not  less 
than  the  payments  which  would  have  been  made  under  the 
joint  annuity  to  which  the  participant  would  have  been  en- 
titled if  he  made  an  election  described  in  this  subparagraph 
immediately  prior  to  his  retirement  and  if  his  retirement  had 
occurred  on  the  day  before  his  death  and  within  the  period 
within  which  an  election  can  be  made. 

"(D)  A  plan  shall  not  be  treated  as  not  satisfying  the  re- 
quirements of  this  paragraph  solely  because  the  spouse  of  the 
participant  is  not  entitled  to  receive  a  survivor  annuity 
(whether  or  not  an  election  described  in  subparagraph  (C) 
has  been  made  under  subparagraph  (C) )  unless  the  partici- 
pant and  his  spouse  have  been  married  throughout  the  1-year 
period  ending  on  the  date  of  such  participant's  death. 

"(E)  A  plan  shall  not  be  treated  as  satisfying  the  require- 
ments of  this  paragraph  unless,  under  the  plan,  each  partici- 
pant has  a  reasonable  period  (as  described  by  the  Secretary 
or  his  delegate  by  regulations)  before  the  annuity  starting 
date  during  which  he  may  elect  in  writing  (after  having  re- 
ceived a  written  explanation  of  the  terms  and  conditions  of  the 
joint  and  survivor  annuity  and  the  effect  of  an  election  under 
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this  subparagraph)  not  to  take  such  joint  and  survivor  an- 
nuity. 

"(F)  A  plan  shall  not  be  treated  as  not  satisfy inor  the  re- 
quirements of  this  paragraph  solely  because  under  the  j)lan 
there  is  a  provision  that  any  election  described  in  subpara- 
graph (C)  or  (E),  and  any  revocation  of  any  such  elec- 
tion, does  not  become  effective  (or  ceases  to  be  effective)  if  the 
participant  dies  within  a  period  (not  in  excess  of  2  years) 
beginning  on  the  date  of  such  election  or  revocation,  as  the 
case  may  be.  The  preceding  sentence  does  not  apply  unless  the 
plan  provision  described  in  the  preceding  sentence  also  pro- 
vides that  such  an  election  or  invocation  will  be  given  effect 
in  any  case  in  which — 

"(i)  the  participant  dies  from  accidental  causes, 
"(ii)  a  failure  to  give  effect  to  the  election  or  revoca- 
tion would  deprive  the  participant's  survivor  of  a  survi- 
vor annuity,  and 

"(iii)  such  election  or  revocation  is  made  before  such 
accident  occurred. 
"(G)   For  the  purposes  of  this  paragraph — 

"(i)  the  term  'annuity  starting  date'  means  the  first 
day  of  the  first  period  for  which  an  amount  is  received 
as  an  annuity  (whether  by  reason  of  retirement  or  by 
reason  of  disability), 

"(ii)  the  term  'earliest  retirement  age'  means  the  ear- 
liest date  on  which,  under  the  plan,  the  participant  could 
elect  to  receive  retirement  benefits,  and 

"(iii)  the  term  'qualified  joint  and  survivors  annuity' 

means  an  annuity  for  the  life  of  the  participant  with  a 

survivor  annuity  for  the  life  of  his  spouse  which  is  not 

less  than  one-half  of,  or  greater  than,  the  amount  of  the 

annuity  payable  during  the  joint  lives  of  the  participant 

and  his  spouse  and  which  is  the  actuarial  equivalent  of  a 

single  life  annuity  for  the  life  of  the  participant. 

For  purposes  of  this  paragraph,  a  plan  may  take  into  account 

in  any  equitable  manner   (as  determined  by  the  Secretary 

or  his  delegate)  any  increased  costs  resulting  from  providing 

joint  and  survivor  annuity  benefits. 

"(H)  This  paragraph  shall  apply  only  if — 

"  (i)  the  annuity  starting  date  did  not  occur  before  the 
effective  date  of  this  paragraph,  and 

"(ii)  the  participant  was  an  active  participant  in  the 
plan  on  or  after  such  effective  date. 
"(12)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  unless  the  plan  of  which  such  trust  is  a  part  provides  that 
in  the  case  of  any  merger  or  consolidation  Avith,  or  transfer  of 
assets  or  liabilities  to,  any  other  plan  after  the  date  of  the  enact- 
ment of  the  Employee  Retirement  Income  Security  Act  of  1974, 
each  participant  in  the  plan  would  (if  the  plan  then  terminated) 
receive  a  benefit  immediately  after  the  merger,  consolidation,  or 
transfer  which  is  equal  to  or  greater  than  the  benefit  he  would 
have  been  entitled  to  receive  immediately  before  the  merger,  con- 


solidation,  or  transfer  (if  the  plan  had  then  terminated).  This 
paragraph  shall  apply  in  the  case  of  a  multiemployer  plan  only  to 
the  extent  determined  by  the  Pension  Beneht  Guaranty  Cor- 
poration. 

"(13)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  unless  the  plan  of  which  such  tmst  is  a  part  provides  that 
benefits  provided  under  the  plan  may  not  be  assigned  or  alienated. 
For  purposes  of  the  pi*ecedmg  sentence,  there  shall  not  be  taken 
into  account  any  voluntary  and  revocable  assignment  of  not  to 
exceed  10  percent  of  any  benefit  payment  made  by  any  participant 
who  is  receiving  benefits  under  the  plan  unless  the  assigimient  or 
alienation  is  made  for  purposes  of  defraying  plan  administration 
costs.  For  purposes  of  this  paragraph  a  loan  made  to  a  partici- 
pant or  beneficiary  shall  not  be  treated  as  an  assigmnent  or  aliena- 
tion if  such  loan  is  secured  by  the  participant's  acci-ued  nonfor- 
feitable benefit  and  is  exempt  from  the  tax  imposed  by  section 
4975  (relating  to  tax  on  prohibited  transactions)  by  reason  of 
section  4975 (^d)  (1).  This  paragraph  shall  take  efiect  on  January 
1, 1976  and  shall  not  apply  to  assignments  which  were  irrevocable 
on  the  date  of  the  enactment  [{September  2,  1974]  of  the  Em- 
ployee Retirement  Income  Security  Act  of  1974. 

"(14)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  unless  the  plan  of  which  such  trust  is  a  part  provides  that, 
unless  the  participant  otherwise  elects,  the  payment  of  benefits 
under  the  plan  to  the  participant  will  begin  not  later  than  the  60th 
day  after  the  latest  of  the  close  of  the  plan  year  in  which — 

"(A)  the  date  on  which  the  participant  attains  the  earlier 
of  age  65  or  the  normal  retirement  age  specified  under  the 
plan, 

"(B)  occurs  the  10th  anniversary  of  the  year  in  which  the 
participant  commenced  participation  in  the  plan,  or 

"(C)  the  participant  terminates  his  service  with  the 
employer. 
In  the  case  of  a  plan  which  provides  for  the  payment  of  an  early 
retirement  benefit,  a  trust  forming  a  part  of  such  plan  shall  not 
constitute  a  qualified  trust  imder  this  section  unless  a  participant 
who  satisfied  the  service  requirements  for  such  early  retirement 
benefit,  but  separated  from  the  service  (with  any  nonforfeitable 
right  to  an  accrued  benefit)  before  satisfying  the  age  requirement 
for  such  early  retirement  benefit,  is  entitled  upon  satisfaxition  of 
such  age  requirement  to  receive  a  benefit  not  less  than  the  benefit 
to  which  he  would  be  entitled  at  the  normal  retirement  age,  actu- 
arially reduced  under  regulations  prescribed  by  the  Secretary  or 
his  delegate. 

"(15)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  unless  under  the  plan  of  which  such  trust  is  a  part — 

"  ( A)  in  the  case  of  a  participant  or  beneficiary  who  is  re- 
ceiving benefits  under  such  plan,  or 

"(B)  in  the  case  of  a  participant  who  is  separated  from  the 

service  and  who  has  nonforfeitable  rights  to  benefits, 

such  benefits  are  not  decreased  by  reason  of  any  increase  in  the 

benefit  levels  payable  under  title  II  of  the  Social  Security  Act  or 

any  increase  in  the  wage  base  imder  such  title  II,  if  such  increase 
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takes  place  after  the  date  of  the  enactment  [September  2,  1974] 
of  the  Employee  Retirement  Income  Security  Act  of  1974  or  (if 
later)  the  earlier  of  the  date  of  first  receipt  of  such  benefits  or 
the  date  of  such  separation,  as  the  case  may  be. 

"(16)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  if  the  plan  of  which  such  trust  is  a  part  provides  for  bene- 
fits or  contributions  which  exceed  the  limitations  of  section  415. 
"(17)  In  the  case  of  a  plan  which  provides  contributions  or 
benefits  for  employees  some  or  all  of  whom  are  employees  within 
the  meaning  of  subsection  (c)  (1),  or  are  shareholder-employees 
within  the  meaning  of  section  1379(d),  only  if  the  annual  com- 
pensation of  each  employee  taken  into  account  under  the  plan 
does  not  exceed  the  first  $100,000  of  such  compensation. 

"(18)  In  the  case  of  a  trust  which  is  part  of  a  plan  providing 
a  defined  benefit  for  employees  some  or  all  of  whom  are  employees 
within  the  meaning  of  subsection  (c)(1),  or  are  shareholder- 
employees  within  the  meaning  of  section  1379(d),  only  if  such 
plan  satisfies  the  requirements  of  subsection  (j) . 

"(19)  A  trust  shall  not  constitute  a  qualified  trust  under  this 
section  if  under  the  plan  of  which  such  trust  is  a  part  any  part  of  a 
participant's  accrued  benefit  derived  from  employer  contributions 
(whether  or  not  otherwise  nonforfeitable),  is  forfeitable  solely 
because  of  withdrawal  by  such  participant  of  any  amount  attrib- 
utable to  the  benefit  derived  from  contributions  made  by  such 
participant.  The  preceding  sentence  shall  not  apply  to  the  ac- 
crued benefit  of  any  participant  unless,  at  the  time  of  such  with- 
drawal, such  participant  has  a  nonforfeitable  right  to  at  least  50 
percent  of  such  accrued  benefit  (as  determined  under  section 
411).  The  first  sentence  of  this  paragraph  shall  not  apply  to  the 
extent  that  an  accrued  benefit  is  permitted  to  be  forfeited  in  ac- 
cordance with  section  411(a)  (3)  (D)  (iii)  (relating  to  propor- 
tional forfeitures  of  benefits  accrued  before  enactment  [Septem- 
ber 2,  1974]  of  the  Employee  Retirement  Income  Security  Act  of 
1974,  in  the  event  of  withdrawal  of  certain  mandatory 
contributions) . 

"(20)  A  trust  forming  part  of  a  pension  plan  shall  not  be 
treated  as  failing  to  constitute  a  qualified  trust  under  this  sec- 
tion merely  because  the  pension  plan  of  which  such  trust  is  a 
part  makes  a  payment  of  distribution  described  in  section  402 
(a)(5)(A)(i)  or  403(a)  (4)  (A)  (i).  This  paragraph  shall  not 
apply  to  a  defined  benefit  plan  unless  the  employer  maintaining 
such  plan  files  a  notice  with  the  Pension  Benefit  Guaranty  Cor- 
poration (at  the  time  and  in  the  manner  prescribed  by  the  Pension 
Benefit  Guaranty  Corporation)  notifying  the  Corporation  of  such 
payment  or  distribution  and  the  Corporation  has  approved  such 
payment  or  distribution  or,  within  90  days  after  the  date  on 
which  such  notice  was  filed,  has  failed  to  disapprove  such  pay- 
ment or  distribution. 

"(21)  A  trust  forming  part  of  an  employee  stock  ownership 
plan  which  satisfies  the  requirements  of  section  301  (d)  of  the  Tax 
Reduction  Act  of  1975  shall  not  fail  to  be  considered  a  permanent 
program  merely  because  employer  contributions  under  the  plan 
are  determined  solely  by  reference  to  the  amount  of  credit  which 
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wouki  he  allowable  undor  section  40 (a")  if  the  eniDloyer  made  the 
transfer  described  in  subsection  (d)  (6)  or  (e)  (3)  of  section  301 
of  the  Tax  Reduction  Act  of  1975. 
Paragraphs  (11),  (12),  (13),  (14),  (15),  (19),  and  (20)  shall  apply 
only  in  the  case  of  a  plan  to  which  section  411  (relating:  to  minimum 
vesting  standards)  applies  without  regard  to  subsection  (e)  (2)  of 
such  section. 

*  :tt  if  *  *  *  * 

"(c)   Definittoxs  and  Rules  Relating  to  Self-Emploted  Indi- 
viduals AND  0^vNER-E:^rPLOTEEs. — For  purposes  of  this  section — 

"(1)  Employee. — The  term  'employee'  includes,  for  any  tax- 
able year,  an  individual  who  has  earned  income  (as  defined  in 
paragraph  (2))  for  the  taxable  year.  To  the  extent  provided  in 
regulations  prescribed  by  the  Secretary-  or  his  delegate,  such  term 
also  includes,  for  any  taxable  year — 

"(A)  an  individual  who  would  be  an  employee  within  the 
meaning  of  the  preceding  sentence  but  for  the  fact  that  the 
trade  or  business  carried  on  by  such  individual  did  not  have 
net  profits  for  the  taxable  year,  and 

"(B)  an  individual  who  has  been  an  employee  within  the 
meaning  of  tlie  ])receding  sentence  for  any  ])rior  taxable 
year. 

♦  *  4e  ♦  4c  ♦  ♦ 

"(d)  Additional  Requirements  for  Qualification  of  Trusts  and 
Pl.\ns  Benefiting  Owner-P]mpt/)yees. — A  trust  forming  part  of  a 
pension  or  profit-sharing  plan  which  provides  contributions  or  benefits 
for  employees  some  or  all  of  whom  are  owner-employees  shall  consti- 
tute a  qualified  trust  under  this  section  only  if,  in  addition  to  meeting 
the  requirements  of  subsection  (a),  the  following  requirements  of  this 
subsection  are  met  by  the  trust  and  by  the  plan  of  which  such  trust  is 
a  part: 

"(1)  In  the  case  of  a  trust  which  is  created  on  or  after  October 
10,  1962,  or  which  was  created  before  such  date  but  is  not  exempt 
from  tax  under  section  501  (a)  a?  an  organization  described  in  sub- 
section (a)  on  the  day  before  such  date,  the  assets  thereof  are  held 
by  a  bank  or  other  person  who  demonstrates  to  the  satisfaction  of 
the  Secretary  or  his  delegate  that  the  manner  in  which  he  will  ad- 
minister the  trust  will  be  consistent  with  the  requirements  of  this 
section.  A  trust  shall  not  be  disqualified  under  this  paragraph 
merely  because  a  person  (including  the  employer  other  than  the 
trustee  or  custodian  so  administering  the  trust  may  be  granted, 
under  the  trust  instrument,  the  power  to  control  the  investment  of 
the  trust  funds  either  by  direction  investments  (including  reinves- 
ments,  disposals,  and  exchanges)  or  by  disapproving  proposed 
investments  (including  reinvestments,  disposals,  or  exchanges). 
This  paragraph  shall  not  applv  to  a  trust  created  or  organ- 
ized outside  the  United  States  before  October  10,  1962,  if, 
under  section  402(c),  it  is  treated  as  exempt  from  tax  under  sec- 
tion 501  (a)  on  the  day  before  such  date ;  or,  to  the  extent  provided 
under  regulations  prescribed  by  the  Secretary  or  his  delegate,  to  a 
trust  which  uses  annuity,  endowment,  or  life  insurance  contracts 
of  a  life  insurance  company  exclusively  to  fund  the  benefits  pre- 
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scribed  by  the  trust,  if  the  life  insurance  company  supplies  annu- 
ally such  information  about  trust  transactions  affecting  owner- 
employees  as  the  Secretary  or  his  delegate  shall  by  forms  or  regu- 
lations prescribe.  For  purposes  of  this  paragraph,  the  term 
''bank*'  means  a  bank  as  defined  in  section  581,  an  insured  credit 
union  (within  the  meaning  of  section  101(6)  of  the  Federal 
Credit  Union  Act),  a  corporation  which  under  the  laws  of  the 
State  of  its  incorporation  is  subject  to  supervision  and  examina- 
tion by  the  commissioner  of  banking  or  other  officer  of  such 
State  in  charge  of  the  administration  of  the  banking  laws  of  such 
State,  and.  in  the  case  of  a  trust  created  or  organized  outside  the 
United  States,  a  bank  or  trust  company,  wherever  incorporated, 
exercising  fiduciary  powers  and  subject  to  supervision  and  exami- 
nation by  governmental  authority. 
'•(2)   Under  the  plan — 

"(A)  the  employees'  rights  to  or  derived  from  the  contri- 
butions under  the  plan  are  nonforfeitable  at  the  time  the  con- 
tributions are  paid  to  or  under  the  plan ;  and 

"(B)   in  the  case  of  a  profit-sharing  plan,  there  is  a  definite 
formula  for  determining  the  contributions  to  be  made  by  the 
employer    on    behalf    of    employees    (other    than    owner- 
employees). 
Subparagraph  (A)  shall  not  apply  to  contributions  which,  under 
provisions  of  the  plan  adopted  pursuant  to  regulations  prescribed 
by  the  Secretary  or  his  delegate  to  preclude  the  discrimination 
prohibited  by  subsection  (a)  (4) ,  may  not  be  used  to  provide  bene- 
fits for  designated  employees  in  the  event  of  early  termination  of 
the  plan. 

"(3)  (A)   The  plan  benefits  each  employee  having  3  or  more 
years  of  service  (within  the  meaning  of  section  410(a)  (3)). 

"(B)  For  purposes  of  subparagraph  (A),  the  term  'em- 
ployee' does  not  include — 

"(i)  any  employee  included  in  a  unit  of  employees 
covered  bv  a  collective-bargaining  agreement  described 
in  section  410  (b)  (2)  (A) ,  and 

"(ii)   any  employee  who  is  a  nonresident  alien  indi- 
vidual described  in  section  410(b)  (2)  (C). 
"  (4)  Under  the  plan — 

"(A)  contributions  or  benefits  are  not  provided  for  any 
owner-employee  unless  such  owner-employee  has  consented 
to  being  included  under  the  plan ;  and 

"(B)  no  benefits  in  excess  of  contributions  made  by  an 
owner-employee  as  an  employee  may  be  paid  to  any  owner- 
employee,  except  in  the  case  of  his  becoming  disabled  (within 
the  meaning  of  section  72  (m)  (7) ) ,  prior  to  his  attaining  the 
asre  of  59i/^  years. 
"  ( 5 )   The  plan  does  not  permit^ — 

"(A)  contributions  to  be  made  bv  the  employer  on  behalf 
of  any  owner-employee  in  excess  of  the  amounts  which  may 
be  deducted  under  section  404  for  the  taxable  year ; 

"(B)  in  the  case  of  a  plan  which  provides  contributions  or 
benefits  only  for  owner-employees,  contributions  to  be  made 


a18 

on  behalf  of  any  owner-employee  in  excess  of  the  amounts 
which  may  be  deducted  under  section  404  for  the  taxable  year ; 
and 

"(C)  if  a  distribution  under  the  plan  is  made  to  any  em- 
ployee and  if  any  portion  of  such  distribution  is  an  amount 
described  in  section  72(m)  (5)  (A)  (i),  contributions  to  be 
made  on  behalf  of  such  employee  for  the  5  taxable  years 
succeeding  the  taxable  year  in  which  such  distribution  is 
made. 
Subparagraphs  (A)  and  (B)  do  not  apply  to  contributions  de- 
scrilx^d  m  subjection  (o). 

"  (6)   Except  as  provided  in  this  paragraph,  the  plan  meets  the 
requirements  of  subsection  (a)  (4)  without  taking  into  account 
for  any  f>urpose  contributions  or  benefits  under  chapter  2  (relat- 
ing to  tax  on  self-employment  income),  chapter  21  (relating  to 
Federal  Insurance  Contributions  Act),  title  IT  of  the  Social  Se- 
curity Act,  as  amended,  or  any  other  Federal  or  State  law.  If — 
"  (A)  of  the  contributions  deductible  under  section  404,  not 
more  than  one-third  is  deductible  by  reason  of  contributions 
by  the  employer  on  behalf  of  owner-employees,  and 

"(B)  taxes  paid  by  the  owner-employees  under  chapter  2 
(relating  to  tax  on  self-employment  income),  and  the  taxes 
which  would  be  payable  under  such  chapter  2  by  the  owner- 
employees  but  for  paragraphs  (4)  and  (5)  of  section  1402(c), 
are  taken  into  account  ns  contributions  by  the  employer  on 
behalf  of  such  owner-employees, 
then  taxes  paid  imder  section  3111  (relating  to  tax  on  employers) 
with  respect  to  an  employee  may,  for  purposes  of  subsection  (a) 
(4),  be  taken  into  account  as  contributions  by  the  employer  for 
such  employee  under  the  plan. 

"(7)  Under  the  plan,  if  an  owner-employee  dies  before  his 
entire  interest  has  been  distributed  to  him,  or  if  distribution  has 
been  commenced  in  accordance  with  subsection  (a)  (9)  (B)  to  his 
survi-^nng  spouse  and  such  surviving  spouse  dies  before  his  entire 
interest  has  been  distributed  to  such  surviving  spouse,  his  entire 
interest  (or  the  remaining  part  of  such  interest  if  distribution 
thereof  has  commenced)  will,  within  5  vears  after  his  death  (or 
the  death  of  his  surviving  spouse),  be  distributed,  or  applied  to 
the  purchase  of  an  immediate  annuity  for  his  beneficiary  or  bene- 
ficiaries (or  the  beneficiary  or  beneficiaries  of  his  surviving 
spouse)  which  will  be  payable  for  the  life  of  siich  beneficiary  or 
beneficiaries  (or  for  a  term  certain  not  extending  beyond  the  life 
expectancy  of  such  beneficiary  or  beneficiaries)  and  which  will  be 
immediately  distributed  to  such  beneficiarv  or  beneficiaries.  The 
preceding  sentence  shall  not  applv  if  distribution  of  the  interest  of 
an  owner-employee  has  commenced  and  such  distribution  is  for  a 
term  certain  over  a  period  permitted  under  subsection  (a)  (9) 
(B)(ii). 
"(8)  Under  the  plan— 

"(A)   anv  contribution  which  is  an  excess  contribution, 
together  with  the  income  attributable  to  such  excess  contribu- 
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tion,  is  (unless  subsection  (e)  (2)  (E)  applies)  to  be  repaid 
to  the  owner-employee  on  whose  behalf  such  excess  contribu- 
tion is  made ; 

"(B)  if  for  any  taxable  year  the  plan  does  not,  by  reason 
of  subsection  (e)  (2)  (A),  meet  (for  purposes  of  section  404) 
the  requirements  of  this  subsection  with  respect  to  an  owner- 
employee,  the  income  for  the  taxable  year  attributable  to  the 
interest  of  such  owner-employee  under  the  plan  is  to  be  paid 
to  such  owner-employee;  and 

"(C)  the  entire  interest  of  an  owner-employee  is  to  be 

repaid  to  him  when  required  by  the  provisions  of  subsection 

(e)(2)(E). 

"(9)  (A)  If  the  plan  provides  contributions  or  benefits  for  an 

owner-employee  who  controls,  or  for  two  or  more  owner-employees 

who  together  control,  the  trade  or  business  with  respect  to  which 

the  plan  is  established,  and  who  also  control  as  an  owner-employee 

or  as  owner-employees  one  or  more  other  trades  or  businesses,  such 

plan  and  the  plans  established  with  respect  to  such  other  trades  or 

businesses,  when  coalesced,  constitute  a  single  plan  which  meets 

the  requirements  of  subsection  (a)    (including  paragraph  (10) 

thereof)  and  of  this  subsection  with  respect  to  the  employees  of 

all  such  trades  or  businesses  (including  the  trade  or  business  with 

repect  to  which  the  plan  intended  to  qualify  under  this  section  is 

established) . 

"(B)  For  purposes  of  subparagraph  (A),  an  owner-employee, 
or  two  or  more  owner-employees,  shall  be  considered  to  control  a 
trade  or  business  if  such  owner-employee,  or  such  two  or  more 
owner-employees  together — 

"(i)  own  the  entire  interest  in  an  unincorporated  trade  or 
business,  or 

"  (ii)  in  the  case  of  a  partnership,  own  more  than  50  percent 
of  either  the  capital  interest  or  the  profits  interest  in  such 
partnership. 
For  purposes  of  the  preceding  sentence,  an  owner-employee,  or 
two  or  more  owner-employees,  shall  be  treated  as  owning  any 
interest  in  a  partnership  which  is  owned,  directly  or  indirectly, 
by  a  partnership  which  such  owner-employee,  or  such  two  or  more 
owner-employees,  are  considered  to  control  within  the  meaning 
of  the  preceding  sentence. 

"(10)  The  plan  does  not  provide  contributions  or  benefits  for 
any  owner-employee  who  controls  (within  the  meaning  of  para- 
graph (9)(B)),or  for  two  or  more  owner-employees  who  together 
control,  as  an  owner-employee  or  as  owner-employees,  any  other 
trade  or  business,  unless  the  employees  of  each  trade  or  business 
which  such  owner-emplovee  or  such  owner-employees  control  are 
included  under  a  plan  which  meets  the  requirements  of  subsection 
(a)  (including  paragraph  (10)  thereof)  and  of  this  subsection, 
and  provides  contributions  and  benefits  for  employees  which  are 
not  less  favorable  than  contributions  and  benefits  provided  for 
owner-em  pi  ovees  under  the  plan. 

"(11)  Under  the  plan,  contributions  on  behalf  of  any  owner- 
employee  may  be  made  only  with  respect  to  the  earned  income  of 
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such  owner-employee  which  is  derived  from  the  trade  or  business 
with  respect  to  which  STich  plan  is  established. 


"SEC.  404.  DEDUCTION  FOR  CONTRIBUTIONS  OF  AN  EMPLOYER  TO 
AN  EMPLOYEES*  TRUST  OR  ANNUITY  PLAN  AND  COMPEN- 
SATION UNDER  A  DEFERRED-PAYMENT  PLAN. 

"(a)  General  Rtji.e. — If  contributions  are  paid  by  an  employer  to 
or  under  a  stock  bonus,  pension,  profit-sharing,  or  annuity  plan,  or  if 
compensation  is  paid  or  accrued  on  account  of  any  employee  under  a 
plan  deferring  the  receipt  of  such  compensation,  such  contributions  or 
compensation  shall  not  be  deductible  under  section  162  (relating  to 
trade  or  business  expenses)  or  section  212  (relatinor  to  expenses  for  the 
production  of  income),  but,  if  thev  satisfy  the  conditions  of  either  of 
such  sections,  they  shall  bo  deductible  under  this  section,  subject,  how- 
ever, to  the  following  limitations  as  to  the  amounts  deductible  in  any 
year : 

UQX      *     *     * 

"(2)  E]vrPTX>YEEs'  AXNUTTTES. — Tu  the  taxable  year  when  paid, 
in  an  amount  determined  in  accordance  with  paraorraph  (1),  if 
the  contributions  are  paid  toward  the  purchase  of  retirement  an- 
nuities, or  retirement  annuities  and  medical  benefits  as  described 
in  section  401(h).  and  such  purchase  is  a  part  of  a  plan  which 
meets  the  requirements  of  section  401(a)(3),  (4),  (5),  (6),  (7), 
(8),  (11),  (12),  (18).  (14),  (15),  (16),  (17),  (18),  (19), and  (20), 
and,  if  applicable,  the  requirements  of  section  401(a)(9),  (10). 
(17) ,  and  (18)  and  of  section  401  (d)  (other  than  paragraph  (1) ) , 
and  if  refunds  of  premiums,  if  anv,  are  applied  within  the  cur- 
rent taxable  year  or  next  succeedinor  taxable  year  towards  the 
purchase  of  such  retirement  annuities,  or  such  retirement  an- 
nuities and  medical  benefits.". 

******* 

G.  Section  3(a)  (5)  of  the  Securities  Act  exempts  from  the  registra- 
tion provisions  of  that  Act 

"Any  security  issued  (A)   *  *  * 

"(B)  by  (i)  a  farmer's  cooperative  organization  exempt  from 
tax  under  section  521  of  the  Internal  Revenue  Code  of  1954,  (ii) 
a  corporation  described  in  section  501(c)  (16)  of  such  Code  and 
exempt  from  tax  under  section  501(a)  of  such  Code,  or  (iii)  a 
corporation  described  in  section  501(c)  (2)  of  such  Code  which  is 
exempt  from  tax  under  section  501(a)  of  such  Code  and  is  or- 
ganized for  the  exclusive  purpose  of  holding:  title  to  property, 
collecting  income  therefrom,  and  turning  over  the  entire  amount 
thereof,  less  expenses,  to  an  organization  or  corporation  described 
in  clause  (i)  or  (ii)  ;". 

The  pertinent  provisions  of  sections  521  and  501  of  the  Internal 
Revenue  Code  read  as  follows : 

"SEC.  521.  EXEMPTION  OF  FARMERS'  COOPERATIVES  FROM  TAX. 

"(a)  ExE^iPTiox  From  Tax. — A  farmers'  cooperative  organization 
described  in  subsection  (b)  (1)  shall  be  exempt  from  taxation  under 
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this  subtitle  except  as  otherwise  provided  in  part  I  of  subchapter  T 
(sec.  1381  and  following).  Notwithstanding  part  I  of  subchapter  T 
(sec.  1381  and  following),  such  an  organization  shall  be  considered 
an  organization  exempt  from  income  taxes  for  purposes  of  any  law 
which  refers  to  organizations  exempt  from  income  taxes. 
"(b)  Applicable  Rui^s. — 

"(1)  Exempt  fahmers'  cooperatives. — The  farmers'  coopera- 
tives exempt  from  taxation  to  the  extent  provided  in  subsection 
(a)  are  farmers',  fruit  growers',  or  like  associations  organized  and 
operated  on  a  cooperative  basis  (A)  for  the  purpose  of  marketing 
the  products  of  members  or  other  producers,  and  turning  back  to 
them  the  proceeds  of  sales,  less  the  necessary  marketing  expenses, 
on  the  basis  of  either  the  quantity  or  the  value  of  the  products 
furnished  by  them,  or  (B)  for  the  purpose  of  purchasing  supplies 
and  equipment  for  the  use  of  members  or  other  persons,  and  turn- 
ing over  such  supplies  and  equipment  to  them  at  actual  cost,  plus 
necessary  expenses. 

"(2)  Organizations  having  capital  stock. — Exemption  shall 
not  be  denied  any  such  association  because  it  has  capital  stock,  if 
the  dividend  rate  of  such  stock  is  fixed  at  not  to  exceed  the  legal 
rate  of  interest  in  the  State  of  incorporation  or  8  percent  per  an- 
num, whichever  is  greater,  on  the  value  of  the  consideration  for 
which  the  stock  was  issued,  and  if  substantially  all  such  stock 
(other  than  nonvoting  preferred  stock,  the  owners  of  which  are 
not  entitled  or  permitted  to  participate,  directly  or  indirectly,  in 
the  profits  of  the  association,  upon  dissolution  or  otherwise,  be- 
yond the  fixed  dividends)  is  owned  by  producers  who  market  their 
products  or  purchase  their  supplies  and  equipment  through  the 
association. 

"(3)  Organizations  maintaining  reserve. — Exemption  shall 
not  be  denied  any  such  association  because  there  is  accumulated 
and  maintained  by  it  a  reserve  required  by  State  law  or  a  reason- 
able reserv^e  for  any  necessary  purpose. 

"(4)  Transactions  with  nonmembers. — Exemption  shall  not 
be  denied  any  such  association  which  markets  the  products  of  non- 
members  in  an  amount  the  value  of  which  does  not  exceed  the 
value  of  the  products  marketed  for  members,  or  which  purchases 
supplies  and  equipment  for  nonmembers  in  an  amount  the  value 
of  which  does  not  exceed  the  value  of  the  supplies  and  equipment 
purchased  for  members,  provided  the  value  of  the  purchases  made 
for  persons  who  are  neither  members  nor  producers  does  not  exceed 
15  percent  of  the  value  of  all  its  purchasers. 

"(5)  Business  for  the  united  states. — Business  done  for  the 
United  States  or  any  of  its  agencies  shall  be  disregarded  in  deter- 
mining the  right  to  exemption  under  this  section. 


"SEC.  501.    EXEMPTION    FROM    TAX    ON    CORPORATIONS,    CERTAIN 
TRUSTS,  ETC. 

"(a)   Exemption  From  Taxation. — An  organization  described  in 
subsection  (c)  or  (d)  or  section  401(a)  shall  be  exempt  from  taxation 
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under  this  subtitle  unless  such  exemption  is  denied  under  section  502 
or  503. 

m  *  •  »  •  •  ♦ 

"(c)  List  of  Exempt  Organizations. — ^The  following  organizations 
are  referred  to  in  subsection  (a) : 

a/-i\    *    *    * 

"(2)  Corporations  organized  for  the  exclusive  purpose  of  hold- 
ing title  to  property,  collecting  income  therefrom,  and  turning 
over  the  entire  amount  thereof,  less  expenses,  to  an  organization 
which  itself  is  exempt  under  this  section. 

♦  *♦♦**♦ 

"(16)  Corporations  organized  by  an  association  subject  to  part 
IV  of  this  subchapter  or  members  thereof,  for  the  purpose  of 
financing  the  ordinary  crop  operations  of  such  members  or  other 
producers,  and  operated  in  conjunction  Avith  such  association. 
Exemption  shall  not  ho.  denied  any  such  corporation  because  it  has 
capital  stock,  if  the  dividend  rate  of  such  stock  is  fixed  at  not  to 
exceed  the  legal  rate  of  interest  in  the  State  of  incorporation  or 
8  percent  per  annum,  whichever  is  greater,  on  the  value  of  the 
consideration  for  which  the  stock  was  issued,  and  if  substantially 
all  such  stock  (other  than  nonvoting  preferred  stock,  the  owners 
of  which  are  not  entitled  or  permitted  to  praticipate,  directly  or 
indirectly,  in  the  profits  of  the  corporation,  on  dissolution  or  otlier- 
wise,  bevond  the  fixed  dividends)  is  owned  by  such  association, 
or  members  thereof;  nor  shall  exemption  be  denied  any  such 
corporation  because  there  is  accumulated  and  maintained  by  it  a 
reserve  required  bv  State  law  or  a  reasonable  reserve  for  any 
necessary  purpose.". 

H.  Section  3(a)  (6)  of  the  Securities  Act  exempts  from  the  registra- 
tion provisions  of  that  Act 

"Any  security  issued  by  a  motor  carrier  the  issuance  of  which 
is  subject  to  the  provisions  of  section  214  of  the  Interstate  Com- 
merce Act,  or  any  interest  in  a  railroad  equipment  trust.  For 
purposes  of  this  paragraph  'interest  in  a  railroad  equipment  trust' 
means  any  interest  in  an  equipment  trust,  lease,  conditional  sales 
contract,  or  other  similar  arrangement  entered  into,  issued,  as- 
sumed, guaranteed  by,  or  for  the  benefit  of,  a  common  carrier  to 
finance  the  acquisition  of  rolling  stock,  including  motive  power;". 
Section  214  of  the  Interstate  Commerce  Act  (49  U.S.C.  314) 
provides : 

"Sec.  214.  Common  or  contract  carriers  by  motor  vehicle,  cor- 
portions  organized  for  the  purpose  of  engaging  in  transportation 
as  such  carriers,  and  corporations  authorized  by  order  of  the 
Commission  to  acquire  control  of  any  such  carrier,  or  of  two  or 
more  such  carriers,  shall  be  subject  to  the  provisions  of  paragraphs 
(2)  to  (11) ,  inclusive,  of  section  20a  of  this  title  (including  penal- 
ties applicable  in  cases  of  violations  thereof)  :  Provided^  however^ 
That  said  provisions  shall  not  apply  to  such  carriers  or  corpora- 
tions where  the  value  of  capital  stock  or  principal  amount  of  other 
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se<?urities  to  be  issued,  together  with  the  value  of  capital  stock  and 
principal  amount  of  other  securities  then  outstanding,  does  not 
exceed  Si. 000.000,  nor  to  the  issuance  of  notes  of  a  maturity  of  two 
years  or  less  and  aggregating  not  more  than  $200,000,  which  notes 
aggregating  such  amount  including  all  outstanding  obligations 
maturing  in  two  years  or  less  may  be  issued  without  reference  to 
the  percentage  which  said  amounts  bear  to  the  total  amount  of  out- 
standing securities.  In  the  case  of  capital  stock  having  no  par 
value,  the  value  thereof  for  the  purpose  of  this  section  shall  be 
the  fair  market  value  as  of  the  date  of  its  issue :  and  in  the  case  of 
capital  stock  having  par  value,  the  value  for  the  purpose  of  this 
section  shall  be  the  fair  market  value  as  of  the  date  of  its  issue, 
or  the  par  value,  whichever  is  the  greater:  Provided  further^  That 
the  provisions  of  this  section  shall  not  apply  to  the  ITnited  States 
or  any  instrumentality  thereof,  the  District  of  Columbia,  or  any 
instrumentality  therof ,  any  State  of  the  United  States  or  political 
subdivision  or  municipal  corporation  thereof,  or  any  instru- 
mentality of  one  or  more  States,  political  subdivisions  thereof,  or 
municipal  corporations.". 
I.  Section  4(5)  of  the  Securities  Act  exempts  from  the  registration 
requirements  of  that  Act 

"Transactions  involving  offers  or  sales  of  one  or  more  promissory 
notes  directly  secured  by  a  first  lien  on  a  single  parcel  of  real 
estate  upon  which  is  located  a  dwelling  or  other  residential  or 
commercial  structure,  and  participation  interests  in  such 
notes 


"(i)*** 
"(ii)   wh( 


where  such  securities  are  originated  by  a  mortgage  ap- 
proved by  the  Secretary  of  Housinof  and  Urban  Development 
pursuant  to  Sections  203  and  211  of  the  National  Housing  Act.". 
Section  203  of  the  National  Housing  Act  (12  U.S.C.  1709)  reads 
as  follows : 


'*Sec.  203.  (a)  The  Secretary  is  authorized,  upon  application  by  the 
mortgagee,  to  insure  as  hereinafter  provided  any  mortgage  offered 
to  him  which  is  eligible  for  insurance  as  hereinafter  provided,  and, 
upon  such  terms  as  the  Secretarv^  may  prescribe,  to  make  commitments 
for  the  insuring  of  such  mortgages  prior  to  the  date  of  their  execution 
or  disbursement  thereon. 

"(b)  To  be  eligible  for  insurance  under  this  section  a  mortgage 
shall— 

"(1)  Have  been  made  to,  and  be  held  by.  a  mortgagee  approved  by 
the  Secretary  as  responsible  and  able  to  ser\'ice  the  mortgage  properly. 

"(2)  Involve  a  principal  obligation  (including  such  initial  service 
charges,  appraisal,  inspection,  and  other  fees  as  the  Secretary  shall 
approve)  in  an  amount  not  to  exceed  $60,000  in  the  case  of  property 
upon  which  there  is  located  a  dwelling  designed  principally  for  a  one- 
family  residence:  or  $65,000  in  the  case  of  a  two-familv  residence 
(whether  or  not  such  one-  or  two-family  residence  may  be  intended 
to  be  rented  temporarily  for  school  purposes)  ;  or  $65,000  in  the  case 
of  a  three-family  residence;  or  $75,000  in  the  case  of  a  four-family 
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residence;  and  (except  as  provided  in  the  next  to  the  last  sentence 
of  this  paragraph)  not  to  exceed  an  amount  equal  to  the  sum  of  (i)  97 
per  centum  of  $25,000  of  the  appraised  value  of  the  property,  as  of 
the  date  the  mortgage  is  accepted  for  insurance,  and  (ii)  95  per 
centum  of  such  value  in  excess  of  $25,000.  If  the  mortgagor  is  a 
veteran  and  the  mortgage  to  be  insured  under  this  section  covers 
property  upon  which  there  is  located  a  dwelling  designed  piincipally 
for  a  one-family  residence,  the  principal  obligation  may  be  in  an 
amount  equal  to  the  sum  of  (i)  100  per  centum  of  $25,000  of  the 
appraised  value  of  the  property  as  of  the  date  the  mortgage  is  accepted 
for  insurance  and  (ii)  95  per  centum  of  such  value  in  excess  of 
$25,000.  Notwithstandino:  any  other  provision  of  this  section,  in 
any  case  where  the  dwelling  is  not  approved  for  mortgage 
insurance  prior  to  the  beginning  of  construction,  such  mortgage  shall 
not  exceed  90  per  centum  of  the  entire  appraised  value  of  the  property 
as  of  the  date  the  mortgage  is  accepted  for  insurance,  unless  the 
dwelling  was  completed  more  than  one  year  prior  to  the  application 
for  mortgage  insurance,  or  the  dwelling  was  approved  for  guaranty, 
insurance,  or  a  direct  loan  under  chapter  37  of  title  88,  United  States 
Code,  prior  to  the  beginning  of  construction.  As  used  herein,  the  term 
*  veteran'  means  any  person  who  served  on  active  duty  in  the  armed 
forces  of  the  United  States  for  a  period  of  not  less  than  90  days  (or 
is  certified  by  the  Secretai^v  of  Defense  as  having  performed  extra- 
hazardous service),  and  who  was  discharged  or  releavSed  therefrom 
under  conditions  other  than  dishonorable. 

"(3)  Have  a  maturity  satisfactory  to  the  Secretary,  but  not  to 
exceed,  in  any  event,  thii-ty-five  years  (or  thirty  years  if  such  mortgage 
is*not  approved  for  insurance  prior  to  construction)  from  the  date  of 
the  beginning  of  amortization  of  the  mortgage  or  three-auarters  of  the 
Secretary's  estimate  of  the  i*emaining  economic  life  of  the  building 
improvements,  whichever  is  the  lesser. 

"(4)  Contain  complete  amortization  provisions  satisfactory  to  the 
Secretarv  requiring  ixriodic  payments  by  the  mortgagor  not  in 
excess  of  his  reasonable  ability  to  pay  as  determined  by  the  Secretary. 

"(5)  Bear  interest  (exclusive  of  premium  charges  for  insurance, 
and  service  charges  if  any)  at  not  to  exceed  5  per  centum  per  annum 
on  the  amount  of  the  principal  obligation  outstanding  at  any  time,  or 
not  to  exceed  such  per  centum  per  annum  not  in  excess  of  6  per  centum 
as  the  Secretary  finds  necessary  to  meet  the  mortgage  market. 

"(6)  Provide,  in  a  manner  satisfactory  to  the  Secretary,  for  the 
application  of  the  mortgagor's  periodic  payments  (exclusive  of  the 
amount  allocated  to  interest  and  to  the  premium  charge  which  is  re- 
quired for  mortgage  insurance  as  hereinafter  provided)  to  amortiza- 
tion of  the  principal  of  the  mortgage. 

"(7)  Contain  such  terms  and  provisions  with  respect  to  insurance, 
repairs,  alterations,  payment  of  taxes,  default  reserves,  deliquency 
cliarges,  foreclosure  proceedings,  anticipation  of  maturity,  additional 
and  secondary  liens,  and  other  matters  as  the  Secretary  may  in  his 
discretion  prescribe. 

"(8)  In  the  case  of  a  mortgagor  who  is  not  the  occupant  of  the 
property,  have  a  principal  obligation  not  in  excess  of  an  amount  equal 
to  85  per  centum  of  the  amount  computed  under  the  provisions  of  para- 
graph  (2)   of  this  subsection:  Provided^  That  such  85  per  centum 
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limitation  shall  not  be  applicable  if  the  mortgagor  and  mortgagee 
assume  responsibility  in  a  manner  satisfactory  to  the  Secretary 
for  the  reduction  of  the  mortgage  by  an  amount  not  less  than  15 
per  centum  of  the  outstanding  principal  amount  thereof  in  the  event 
the  mortgage  property  is  not,  prior  to  the  due  date  of  the  eighteenth 
amortization  payment  of  the  mortgage,  sold  to  a  purchaser  acceptable 
to  the  Secretary*  who  is  the  occupant  of  the  property  and  who  assumes 
and  agrees  to  pay  the  mortgage  indebtedness. 

"(9)  Be  executed  by  a  mortgagor  who  shall  have  paid  on  account 
of  the  property  (except  in  a  case  to  which  the  next  to  the  last  sen- 
tence of  paragraph  (2)  applies)  at  least  3  percentum,  or  such  larger 
amount  as  the  Secretary  may  determine,  of  the  Secretary's  estimate  of 
the  cost  of  acquisition  in  cash  or  its  equivalent :  Provided^  That  with 
respect  to  a  mortgage  executed  by  a  mortgagor  who  is  sixty  years  of 
age  or  older  as  of  the  date  the  mortgage  is  endorsed  for  insurance  or 
with  respect  to  a  mortgage  meeting  the  requirements  of  subsection  (i) 
of  this  section,  or  with  respect  to  a  mortgage  covering  a  single- 
family  home  being  purchased  under  the  low-income  housing  demon- 
stration project  assisted  pursuant  to  section  207  of  the  Housing  Act  of 
1961,  the  mortgagor's  payment  required  by  this  subsection  may  be 
paid  by  a  corporation  or  person  other  than  the  mortgagor  under  such 
terms  and  conditions  as  the  Secretary  may  prescribe. 

"(c)  The  Secretary  is  authorized  to  fix  premium  charges  for  the 
insurance  of  mortgages  under  the  separate  sections  of  this  title  but 
in  the  case  of  any  mortgage  such  charge  shall  be  not  less  than  an 
amount  equivalent  to  one-fourth  of  1  per  centum  per  annum  nor  more 
than  an  amount  equivalent  to  1  per  centum  per  annum  of  the  amount 
of  the  principal  obligation  of  the  mortgage  outstanding  at  any  time, 
without  taking  into  account  delinquent  payments  or  prepayments: 
Provided^  That  premium  charges  fixed  for  insurance  undei*  subsection 
(n)  is  not  required  to  be  the  same  as  the  premium  charges  for  mort- 
gages insured  under  the  other  provisions  of  this  section,  but  in  no  case 
shall  premium  charges  under  subsection  (n)  exceed  1  per  centum  per 
annum:  Provided^  That  any  reduced  premium  charge  so  fixed  and 
computed  may,  in  the  discretion  of  the  Secretary,  also  be  made  ap- 
plicable in  such  manner  as  the  Secretary  shall  prescribe  to  each  in- 
sured mortgage  outstanding  under  the  section  or  sections  involved  at 
the  time  the  reduced  premium  charge  is  fixed.  Such  premium  charges 
shall  be  payable  by  the  mortgagee,  either  in  cash,  or  in  debentures  is- 
sued by  the  Secretary  under  this  title  at  par  plus  accrued  interest,  in 
such  manner  as  may  be  prescribed  by  the  Secretary :  Provided^  That 
debentures  presented  in  payment  of  premium  charges  shall  represent 
obligations  of  the  particular  insurance  fund  or  account  to  which  such 
premium  charges  are  to  be  credited :  Provided,  further^  That  the  Sec- 
retary may  require  the  payment  of  one  or  more  such  premium  charges 
at  the  time  the  mortgage  is  insured,  at  such  discount  rate  as  he  may 
prescribe  not  in  excess  of  the  interest  rate  specified  in  the  mortgage. 
If  the  Secretary  finds  upon  the  presentation  of  a  mortgage  for  in- 
surance and  the  tender  of  the  initial  premium  charge  or  charges  so 
required  that  the  mortgage  complies  with  the  provisions  of  this  sec- 
tion, such  mortgage  may  be  accepted  for  insurance  by  endorsement  or 
otherwise  as  the  Secretary  may  prescribe ;  but  no  mortgage  shall  be 
accepted  for  insurance  under  this  section  unless  the  Secretary  finds 
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that  the  project  with  respect  to  which  the  Ttiort^ape  is  executed  is 
economically  sound.  Tn  the  event  that  the  principal  obli<ration  of  any 
mortoraore  accepted  for  insurance  under  this  title  is  paid  in  full  prior  to 
the  maturity  date,  the  Secretary  is  further  authorized  in  his  discretion 
to  require  the  payment  by  the  mortfifajree  of  an  adjusted  premium 
charpfe  in  such  amount  as  the  Secretary  determines  to  be  equitable, 
but  not  in  excess  of  the  airfrrecrate  amount  of  the  premium  charsres 
that  the  mortfracfee  would  otherwise  have  been  required  to  pay  if  the 
mort^acre  had  continued  to  be  insured  until  such  maturity  date ;  and 
in  the  event  that  the  principal  obligation  is  pnid  in  full  as  herein  set 
forth,  the  Secretary  is  authorized  to  refund  to  the  morto-ajrpo  for  the 
account  of  the  mortsraofor  all,  or  such  portion  as  he  shall  determine 
to  be  equitable,  of  the  current  unearned  premium  charges  theretofore 
paid. 

"(d)  FRepealed.] 

"(e)  Any  contract  of  insurance  heretofore  or  hereafter  executed  by 
the  Secretary  under  this  title  shall  be  conclusive  evidence  of  the 
eligibility  of  the  loan  or  mortgacfP  for  insurance,  and  the  validity  of 
any  contract  of  insurance  so  executed  shall  be  incontestable  in  the 
hands  of  an  approved  financial  institution  or  approved  mortgagee 
from  the  date  of  the  execution  of  such  contract,  except  for  fraud  or 
misrepresentation  on  the  part  of  such  approved  financial  institution 
or  approved  mortgagee. 

"(f)  FRepealed.l 

"(fr)  TEeDealed.l 

"(h)  Nothwithstandinfr  any  other  provision  of  this  section,  the  Sec- 
retary is  authorized  to  insure  anv  mortga^re  which  involves  a  prin- 
cipal obli.q^ation  not  in  excess  of  $14,400  and  not  in  excess  of  100  per 
centum  of  the  appraised  value  of  a  property  upon  which  there  is  lo- 
cated a  dwellinor  desierned  principally  for  a  single-family  residence, 
where  the  morto-acror  is  the  owner  and  occupant  and  e.stablishes  (to  the 
satisfaction  of  the  Secretary)  that  his  home  which  he  occupied  as 
an  owner  or  as  a  tenant  was  destroyed  or  damap^ed  to  such  an  extent 
that  reconstruction  is  required  as  a  result  of  a  flood,  fire,  hurricane, 
earthquake,  storm,  riot  or  civil  disorder,  or  other  catastrophe,  which 
the  President,  pursuant  to  section  102(2)  and  801  of  the  Disaster 
Relief  Act  of  1974,  has  determined  to  be  a  major  disaster. 

"(i)  The  Secretary  is  authorized  to  insure  under  this  section,  any 
mortgage  meetino-  the  requirements  of  subsection  (b)  of  this  section, 
except  as  modified  by  this  subsection,  which  involves  a  principal  obli- 
gation not  in  excess  of  75  per  centum  of  the  limit  on  the  principal 
oblin^ation  applicable  to  a  one- family  residence  under  subsection  (b) 
of  this  section  and  not  in  excess  of  97  per  centum  (or,  in  any  case 
where  the  dwelling  is  not  approved  for  mortjrasre  insurance  prior  to 
the  beginning  of  construction,  unless  the  construction  of  the  dwelling 
was  completed  more  than  one  year  prior  to  the  application  for  mort- 
gage insurance  or  the  dwelling  was  approved  for  guaranty,  insurance, 
or  direct  loan  under  chapter  37  of  title  38,  United  States  Code,  prior 
to  the  beginning  of  construction,  90  per  centum)  of  the  appraised 
value  of  a  property  Incased  in  an  area  where  the  Secretary  finds  it  is 
not  practicable  to  obtain  conformity  with  many  of  the  requirements 
essential  to  the  insurance  of  mortgages  on  housing  in  built-up  urban 
areas,  upon  which  there  is  located  a  dwelling  designed  principally 
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for  a  single-family  residence :  Provided^  That  if  the  mortgagor  is  not 
the  occupant  of  the  property  at  the  time  of  insurance,  the  principal 
obligation  of  the  mortgage  shall  not  exceed  85  per  centum  of  the  ap- 
praised value  of  the  property :  Provided  further^  That  the  Secretary 
finds  that  the  property  with  respect  to  which  the  mortgage  is  executed 
is  an  acceptable  risk,  giving  consideration  to  the  need  for  providing 
adequate  housing  for  families  of  low  and  moderate  income  particularly 
in  suburban  and  outlying  areas  or  small  communities :  Provided  fur- 
ther^ That  under  the  foregoing  provisions  of  this  subsection  the  Sec- 
cretary  is  authorized  to  insure  any  mortgage  issued  with  respect  to  a 
farm  home  on  a  plot  of  land  five  or  more  acres  in  size  adjacent  to  a 
public  highway. 

"(j)  Loans  secured  by  mortgages  insured  under  this  section  shall 
not  be  taken  into  account  in  determining  the  amount  of  real  estate 
loans  which  a  national  bank  may  make  in  relation  to  its  capital  and 
surplus  or  its  time  and  savings  deposits. 

"(k)  To  supplement  the  mortgage  insurance  provisions  of  this  sec- 
tion in  order  to  assist  the  conservation,  improvement,  and  alteration 
of  housing,  the  Secretarj^  is  authorized  to  make  commitments  to  insure 
and  to  insure  a  home  improvement  loan  (including  advances  during 
construction  or  improvement)  under  this  subsection  in  accordance  with 
the  provisions  of  section  220(h),  except  that  (1)  tho,  structures  im- 
proved shall  be  designed  for  occupancy  by  not  more  than  four  families 
and  shall  not  be  required  to  be  located  in  the  area  of  an  urban  renewal 
project,  (2)  the  Secretary  shall  find  that  the  project  with  respect  to 
which  the  loan  is  executed  is  an  acceptable  risk,  (3)  all  funds  received 
and  all  disbursements  made  shall  be  credited  or  charged,  as  appropri- 
ate, to  the  General  Insurance  Fund,  and  (4)  insurance  benefits  shall 
be  paid  in  cash  out  of  the  General  Insurance  Fund  or  in  debentures 
executed  in  the  name  of  such  Fund.  For  the  purposes  of  this  subsec- 
tion, the  Secretar^^  shall  have  all  the  authority  provided  in  section 
220(h).  Insurance  benefits  paid  with  respect  to  loans  insured  under 
this  subsection  shall  be  paid  in  accordance  with  sections  220(h)(6) 
and  220(h)  (7),  except  that  as  applied  to  those  loans  references  in 
section  220(h)  to  'this  subsection'  shall  be  construed  to  refer  to  this 
section  203  (k).  If  the  insurance  payment  is  made  in  cash,  there  shall 
be  added  to  such  payment  an  amount  equivalent  to  the  interest  which 
the  debentures  would  have  earned,  computed  to  a  date  to  be  established 
pursuant  to  regulations  issued  bv  the  Secretarv. 

|'(1)  [Repealed.] 

"  (m)  The  Secretary  is  authorized  to  insure  under  this  section  any 
mortgage  meeting  the  requirements  of  subsection  (b)  of  this  section, 
except  as  modified  by  this  subsection.  To  be  eligible,  the  mortgage  shall 
involve  a  principal  oblisration  not  in  excess  of  $18,000  and  not  in  ex- 
cess of  75  per  centum  of  the  appraised  value  of  the  property,  as  of  the 
date  the  mortgage  is  accepted  for  insurance.  The  mortgage  shall  cover 
a  dwellinor  for  sinsfle-family  occupancy  which  is  approved  for  mort- 
gage insurance  prior  to  the  beginning  of  construction.  The  dwelling 
need  not  be  desisned  for  vear-round  occupancv,  but  it  shall  (1)  meet 
standards  prescribed  bv  the  Secretary,  and  (2)  be  locjited  in  nn  area 
where  the  Secretary  finds  it  is  not  practicable  to  obtain  conformity 
with  mnny  of  the  requirements  essential  to  the  insuring  of  mortgage's 
on  housing  in  built-up  urban  areas.  The  development  of  the  property 
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with  respect  to  which  the  mortgage  is  executed  shall  be  consistent  with 
the  conservation  of  water  and  other  natural  resources  of  the  area,  and 
such  property  shall  be  an  acceptable  risk,  giving  consideration  to  the 
economic  potential  of  the  area  in  which  the  dwelling  is  located  and  the 
contribution  that  the  housing  will  make  toward  improving  the  area. 
The  Secretary  may  suspend  the  issuance  of  commitments  under  this 
subsection  for  the  insurance  of  mortgages  secured  by  properties  situ- 
ated in  any  area,  whenever  he  determines  that  (i)  there  is  a  serious 
and  unusual  shortage  of  mortgage  funds  for  residential  construction 
in  such  area,  (ii)  such  insurance  would  affect  materially  and  adversely 
the  availability  of  mortgage  funds  for  residential  construction  in  such 
area,  and  (iii)  such  suspension  would  not  have  an  adverse  impact  upK)n 
the  balanced  economic  development  of  the  area. 

"  (n)  (1)  The  Secretary  is  authorized  to  insure  under  this  section  any 
mortgage  meeting  the  requirements  of  subsection  (b)  of  this  section, 
except  as  modified  by  this  subsection.  To  be  eligible,  the  mortgage 
shall  involve  a  dwelling  unit  in  a  cooperative  housing  project  which  is 
covered  by  a  blanket  mortgage  insured  under  this  Act.  The  mortgage 
amount  as  determined  under  the  other  provisions  of  subsection  (b)  of 
this  section  shall  be  reduced  by  an  amount  equal  to  the  ]K)rtion  of  the 
unpaid  balance  of  tlie  blanket  mortgage  covering  the  project  which 
is  attributable  (as  of  the  date  the  mortgage  is  accepted  for  insurance) 
to  such  imit. 

"  (2)  For  the  purpose  of  this  subsection — 

"(A)  The  terms  'home  mortgage'  and  'mortgage'  includes  a  first 
lien  given  (in  accordance  with  the  laws  of  the  State  where  the 
property  is  located  and  accompanied  by  such  security  and  other 
undertakings  as  may  be  required  under  regulations  of  the  Secre- 
tary) to  secure  a  loan  made  to  finance  the  purchase  of  stock  or 
membership  in  nonprofit  cooperative  ownership  housing  cor- 
poration the  permanent  occupancy  of  the  dwelling  units  of  which 
is  restricted  to  members  of  such  corporation,  where  the  purchase 
of  such  stock  or  membership  will  entitle  the  purchaser  to  the  per- 
manent occupancy  of  one  such  units. 

"(B)  The  terms  'appraised  value  of  the  property',  'value  of 
the  property',  and  'value'  include  the  appraised  value  of  a  dwell- 
ing unit  in  a  cooperative  housing  project  of  the  type  described  in 
subparagraph  (A)  where  the  purchase  of  the  stock  or  member- 
ship involved  will  entitle  the  purchaser  to  the  permanent  occu- 
pancy of  that  unit;  and  the  term  'property'  includes  a  dwelling 
unit  in  such  a  cooperative  project. 

"(C)  The  term  'mortgagor'  includcvS  a  person  or  persons  giving 
a  first  lien  (of  the  type  described  in  subparagraph  ( A) )  to  secure 
a  loan  to  finance  the  purchase  of  stock  or  membership  in  a  co- 
operative housing  corporation. 

"(o)  (1)  Notwithstanding  any  other  provision  of  this  ^section  or 
any  other  section  of  this  title,  the  Secretary  is  authorized  to  insure, 
and  to  commit  to  insure,  under  subsection  (b)  of  this  section  as 
modified  by  this  subsection  a  mortgage  which  meets  both  the  re- 
quirements of  this  subsection  and  such  criteria  as  the  Secretary 
by  regulation  may  prescribe  to  further  the  purpose  of  this  sub- 
section, in  any  community  where  the  Secretary  determines  that^ — 
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"  ( A)  temporary  adverse  economic  conditions  exist  through- 
out the  community  as  a  direct  and  primary  result  of  outstand- 
ing claims  to  ownership  of  land  in  the  community  by  an 
American  Indian  tribe,  band,  or  Nation ; 

"(B)  such  ownership  claims  are  reasonably  likely  to  be 
settled,  by  court  action  or  otherwise; 

"(C)  as  a  direct  result  of  the  community's  temporarily  im- 
paired economic  condition,  owner  occupants  of  homes  in  the 
community  have  been  involuntarily  unemployed  or  under- 
employed and  have  thus  incurred  substantial  reductions  in 
income  which  significantly  impair  their  ability  to  continue 
timely  payment  of  their  mortgages ; 

"(D)  as  a  result,  widespread  mortgage  foreclosures  and 
distress  sales  of  homes  are  likely  in  the  community;  and 

"(E)  fifty  or  more  individual  homeowners  were  joined  as 
parties  defendant  or  were  members  of  a  defendant  class  prior 
to  December  31, 1976,  in  litigation  involving  claims  to  owner- 
ship of  land  in  the  community  by  an  American  Indian  tribe, 
band,  or  Nation. 
"(2)  A  mortgage  shall  be  eligible  for  insurance  under  subsec- 
tion (b)  of  this  section  as  modified  by  this  subsection  without 
regard  to  limitations  in  this  title  relating  to  a  mortgagor's  reason- 
able ability  to  pay,  economic  soundness,  marketability  of  title,  or 
any  other  statutory  restriction  which  the  Secretary  determines  is 
contrary  to  the  purpose  of  this  subsection,  but  only  if  the  mortga- 
gor is  an  owner  occupant  of  a  home  in  a  community  specified  in 
paragraph  (1)  who,  as  a  direct  result  of  the  community's  tempo- 
rarily impaired  economic  condition,  has  been  involuntarily  un- 
employed or  underemployed  and  has  thus  incurred  a  substantial 
reduction  in  income  which  significantly  impairs  the  owner's 
ability  to  continue  timely  payment  of  the  mortgage.  The  Secre- 
tary is  authorized  to  encourage  or  afford  directly  to  or  on  behalf 
of  mortgagors  whose  mortgages  are  insured  under  subsection 
(b)  as  modified  by  this  subsection  forebearance,  assignment  of 
mortgages  to  the  Secretary,  or  such  other  relief  as  the  Secretary 
deems  appropriate  and  consistent  with  the  purpose  of  this  sub- 
section. The  Secretary,  in  connection  with  any  mortgage  insured 
under  subsection  (b)  as  modified  by  this  subsection,  shall  have 
all  statutory  powers,  authority,  and  responsibilities  which  the 
Secretary  has  with  respect  to  other  mortgages  insured  under  sub- 
section (b),  except  that  the  Secretary  may  modify  such  powers, 
authority,  or  responsibilities  where  the  Secretary  deems  such  ac- 
tion to  be  necessary  because  of  the  special  nature  of  the  mortgage 
involved.  Notwithstanding  section  202  of  this  title,  the  insurance 
of  a  mortgage  under  subsection  (b)  of  this  section  as  modified  by 
this  subsection  shall  be  the  obligation  of  the  Special  Risk  Insur- 
ance Fund  created  pursuant  to  section  238  of  this  title.". 
Section  211  of  the  National  Housing  Act  (12  U.S.C.  1715b)  reads 
as  follows : 

"rules  and  regulations 

"Sec.  211.  The  Secretary  is  authorized  and  directed  to  make  such 
rules  and  re  emulations  as  mav  be  necessary  to  carrv  out  the  provisions 
of  this  title.".  ^  J  .  t' 
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J.  Sections  304(a)  (5)  and  304(a)  (10)  of  the  Trust  Indenture  Act 
of  1969  (15U.S.C.78ddd  (a)  (5)  and  (10))  read  as  follows : 

"exempted  securities  and  transactions 

"Sec.  304.  (a)  The  provisions  of  this  title  shall  not  apply  to  any  of 
the  following  securities : 

UQ\    *    *    * 

:tt  *****  * 

"(5)  any  security  issued  under  a  mortgage  indenture  as  to 
which  a  contract  of  insurance  under  the  National  Housing  Ad 
is  in  effect;  and  any  such  security  shall  be  deemed  to  be  exempt 
from  the  provisions  of  the  Securities  Act  of  1933  to  the  same  ex- 
tent as  though  such  security  were  specifically  enumerated  in  sec- 
tion 3(a)  (2)  of  such  Act; 

♦  ♦♦♦*** 

"(10)  any  security  issued  under  a  mortgage  or  trust  deed  in- 
denture as  to  whicli  a  contract  of  insurance  under  title  XI  of  the 
National  Housing  Act  is  in  effect;  and  any  such  security  shall  be 
deemed  to  be  exempt  from  the  provisions  of  the  Securities  Act  of 
1933  to  the  same  extent  as  though  such  security  were  specifically 
enumerated  in  section  3(a)  (2),  as  amended,  of  the  Securities  Act 
of  1933  (15U.S.C.  77c(a)(2)).". 

♦  ♦♦**** 

K.  Section  24(d)  of  the  Investment  Company  Act  of  1940  (15 
U.S.C.  80-24 (d) )  provides : 

"(d)  The  exemption  provided  by  paragraph  8  of  section  3(a)  of 
the  Securities  Act  of  1933  sliall  not  apply  to  any  security  of  which  an 
investment  company  "  is  the  issuer.  The  exemption  provided  by  para- 
graph 11  of  said  section  3(a)  shall  not  apply  to  any  security  of  which 
a  registered  investment  company  ^  is  the  issuer,  except  a  security  sold 
or  disposed  of  by  the  issuer  or  bona  fide  offered  to  the  public  prior  to 
the  effective  date  of  this  title,^  and  with  respect  to  a  security  so  sold, 
disposed  of  or  offered  shall  not  apply  to  the  new  offering  thereof  on 
or  after  the  effective  date  of  this  title. ^  The  exemption  provided  by  the 
third  clause  of  section  4(3)  of  the  Securities  Act  of  1933  shall  not 
apply  to  any  transaction  in  a  security  issued  by  a  face-amount  certifi- 
cate company  or  in  a  redeemable  security  issued  by  an  open-end  man- 
agement company  or  unit  investment  trust,  if  any  other  security  of  the 
same  class  is  currently  being  offered  or  sold  by  the  issuer  or  by  or 
through  an  underwriter  in  a  distribution  which  is  not  exempted  from 
section  5  of  said  Act,  except  to  such  extent  and  subject  to  such  terms 
and  conditions  as  the  Commission,  having  due  regard  for  the  public 
interest  and  the  protection  of  investors,  may  prescribe  by  rules  or 
regulations  with  respect  to  any  class  of  persons,  securities,  or  trans- 
actions.".^® 


■^  The  term  "investment  company"  is  defined  in  section  3  of  the  Investment  Company  Act 
of  1940,  15  U.S.C.  80a-3. 

8  The  term  "investment  company"  is  defined  in  section  3  of  the  Investment  Company  Act 
of  1940.  15  U.S.C.  80a-3.  A  "repristered  investment  company"  is  an  investment  company 
regristered  under  section  8  of  the  Act,  15  U.S.C.  80a-8. 

8  Section  53  of  the  Investment  Company  Act  makes  the  Act  effective  on  November  1,  1940, 
except  that  in  the  case  of  face  amount  certificates  and  face  amount  certificate  companies, 
as  defined  in  sections  2(a)  (15)  and  4(1)  of  the  Act,  the  effective  date  is  January  1,  1941 
(15  U.S.C.  80a-52). 

10  This  last  sentence  was  added  by  Pub.  L.  No.  '577,  83d  Congress,  68  Stat.  689. 
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Sec.  29  of  Pub.  L.  91-547,  84  Stat.  1435,  approved  Dec.  14,  1970, 
provides : 

"The  provisions  of  the  Securities  Act  of  1933  and  the  Investment 
Company  Act  of  1940  shall  not  apply,  except  for  purposes  of  defini- 
tion of  terms  used  in  this  section,  to  any  interest  or  participation  (in- 
cluding any  separate  account  or  other  fund  providing  for  the  sharing 
of  income  or  gains  and  losses,  and  any  interest  or  participation  in 
such  account  or  fund)  in  any  contract,  certificate,  or  policy  providing 
for  life  insurance  benefits  which  was  issued  prior  to  March  23, 1959,  by 
any  insurance  company,  if  (1)  the  form  of  such  contract,  certificate, 
or  policy  was  approved  by  the  insurance  commissioner,  or  similar  offi- 
cial or  agency,  of  a  State,  territory  or  the  District  of  Columbia,  and 
(2)  under  such  contract,  certificate  or  policy  not  to  exceed  49  per 
centum  of  the  gross  premiums  or  other  consideration  paid  was  to  be 
allocated  to  a  separate  account  or  other  fund  providing  for  the  shar- 
ing of  income  or  gains  and  losses.  Nothing  herein  contained  shall  be 
taken  to  imply  that  any  such  interest  or  participation  constitutes  a 
'security'  under  any  other  laws  of  the  United  States.". 

L.  Section  15  of  the  Bretton  Woods  Agreements  Act  (22  U.S.C. 
286k-l)  provides: 

"Sec.  15.  (a)  Any  securities  issued  by  International  Bank  for  Re- 
construction and  Development  (including  any  guaranty  by  the  Bank, 
whether  or  not  limited  in  scope),  and  any  securities  guaranteed  by 
the  Bank  as  to  both  principal  and  interest,  shall  be  deemed  to  be 
exempted  securities  within  the  meaning  of  paragraph  (A)  (2)  of 
section  3  of  the  Act  of  May  27,  1933,  as  amended  (U.S.C,  title  15, 
sec.  77c),  and  paragraph  (a)  (12)  of  section  3  of  the  Act  of  June 
6,  1934,  as  amended  (U.S.C,  title  15,  sec.  78c).  The  Bank  shall  file 
with  the  Securities  and  Exchange  Commission  such  annual  and  other 
reports  with  regard  to  such  securities  as  the  Commission  shall  deter- 
mine to  be  appropriate  in  Adew  of  the  special  character  of  the  Bank 
and  its  operations  and  necessary  in  the  public  interest  for  the  protec- 
tion of  investors. 

"  (b)  The  reports  of  the  National  Advisory  Council  provided  for  in 
section  4(a)  (6)  of  the  Bretton  Woods  Agreement  Act  shall  also 
cover  and  include  the  effectiveness  of  the  provisions  of  section  15(a)  of 
this  Act  and  the  exemption  for  securities  issued  by  the  Bank  provided 
by  Section  8  of  the  National  Bank  Act  in  facilitating  the  operations  of 
the  Bank  and  the  extent  to  which  the  operations  of  the  Bank  may 
assist  in  financing  European  recovery  and  the  reconstruction  and  de- 
velopm.ent  of  the  economic  resources  of  member  countries  of  the  Bank 
and  the  recommendations  of  the  Council  as  to  any  modifications  it 
may  deem  desirable  in  the  provisions  of  this  Act.". 

Section  3  of  Pub.  L.  No.  142,  81st  Cong.,  1st  Sess.,  63  Stat.  299,  22 
U.S.C  286k-2,  further  provides : 

"Section  3.  The  Securities  and  Exchange  Commission  acting  in 
consultation  with  the  National  Advisory  Council  on  International 
Monetary  and  Financial  Problems  is  authorized  to  suspend  the  pro- 
visions of  section  15(a)  of  the  Bretton  Woods  Agi'eements  Act  at  any 
time  as  to  any  or  all  securities  issued  or  guaranteed  by  the  bank  dur- 
ing the  period  of  such  suspension.  The  Commission  shall  include  in  its 
annual  reports  to  Congress  such  information  as  it  shall  deem  advis- 
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able  with  regard  to  the  operations  and  effect  of  this  Act  and  in  con- 
nection therewith  shall  include  any  views  submitted  for  such  purpose 
by  any  association  of  dealers  registered  with  the  Commission.". 

M.  Sections  11  and  12  of  the  Inter- American  Development  Bank 
Act  (22U.S.C.283h,28;^i)  provides: 

"Section  11.  (a)  Any  securities  issued  by  the  Bank  (including  any 
guarantee  by  the  Bank,  whether  or  not  limited  in  scope)  in  connection 
with  raising  of  funds  for  including  in  the  Bank's  ordinary  capital 
resources  as  defined  in  article  II,  section  5,  of  the  agreement,  and  any 
securities  guaranteed  by  the  Bank  as  to  both  principal  and  interest 
to  which  the  commitment  in  article  II,  section  4(a)  (ii),  of  the  agree- 
ment is  expressly  applicable,  shall  be  deemed  to  be  exempted  securi- 
ties within  the  meaning  of  paragraph  (a)  (2)  of  section  3  of  the  Act 
of  May  27, 1933,  as  amended  (15  U.S.C.  77c),  and  paragraph  (a)  (12) 
of  section  3  of  the  Act  of  June  6,  1934,  as  amended  (15  IT.S.C.  78c). 
The  Bank  shall  file  with  the  Securities  and  Exchange  Commission 
such  annual  and  other  reports  with  regard  to  such  securities  as  the 
Commission  shall  determine  to  Ix^  appropriate  in  view  of  the  spe<^ial 
character  of  the  Bank  and  its  operations  and  necessary  in  the  public 
interest  or  for  the  protection  of  investors. 

"(b)  The  Securities  and  Exchanire  Commission,  acting  in  consulta- 
tion with  the  National  Advisory  Council  on  International  Monetary 
and  Financial  Problems,  is  authorized  to  suspend  the  provisions  of 
subsection  (a)  at  any  time  as  to  any  or  all  securities  issued  or  guar- 
anteed by  the  Bank  during  the  ])eriod  of  such  suspension.  The  Com- 
mission shall  include  in  its  annual  reports  to  Congress  such  informa- 
tion as  it  shall  deean  advisable  with  regard  to  the  operations  and 
effect  of  this  section  and  in  connection  therewith  shall  include  any 
views  submitted  for  such  purpose  by  any  association  of  dealers  regis- 
tered with  the  Commission." 

"Section  12.  The  reports  of  the  National  Advisory  Council  on  In- 
ternational Monetary  and  Financial  Problems  provided  for  in  section 
4(b)  (6)  of  the  Bretton  Woods  Agreements  Act  (and  referred  to  in 
section  4  of  this  Act)  shall  also  cover  and  include  the  effectiveness  of 
the  provisions  of  section  11  of  this  Act  and  the  exemption  for  securi- 
ties issued  by  the  Bank  provided  by  section  5136  of  the  Revised 
Statutes  ^^  in  facilitating  the  operations  of  the  Bank  and  the  develop- 
ment of  the  economic  resources  of  member  countries  of  the  Bank  and 
the  recommendations  of  the  Council  as  to  any  modifications  it  may 
deem  desirable  in  the  provisions  of  this  act.". 

ir.   REGISTRATIOX   STATEMENTS 

A.  The  Trust  Indenture  Act  of  1939  (15  U.S.C.  77aaa  et  sea.)  re- 
quires that  bonds,  notes,  debentures  and  similar  securities  publicly 
offered  for  sale,  sold,  or  delivered  after  sale  through  the  mails  or 
interstate  commerce  (except  as  specificallv  exempted  by  the  Act)  be 
issued  under  an  indenture  which  meets  the  requirements  of  the  Act 
and  has  been  duly  qualified  Avith  the  Securities  and  Exchange  Com- 
mission. With  respect  to  such  securities,  the  requirements  of  both  the 
Trust  Indenture  Act  of  1939  and  the  Securities  Act  of  1933  must  be 
considered. 


"  (12  U.S.C.  24). 
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B.  In  addition  to  sections  6  and  7  of  the  Securities  Act  of  1933,  the 
following  should  be  considered : 

1.  Section  204(h)  of  the  Federail  AVater  Power  Act  (16  U.S.C. 
824c (h)): 

"(h)  Any  public  utility  whose  security  issues  are -approved  by  the 
Commission  ^^  under  this  section  may  file  with  the  Securities  and 
Exchange  Commission  duplicate  copies  of  reports  filed  with  the  Fed- 
eral Power  Commission  in  lieu  of  the  reports,  information,  and  docu- 
ments required  under  section  7  of  the  Securities  Act  of  1933  and  sec- 
tions 12  and  13  of  the  Securities  Exchange  Act  of  1934.". 

2.  Section  24(a)  of  the  Investment  Company  Act  of  1940  (15  U.S.C. 
80a-24(a)): 

REGISTRATION  OF  SECURITIES  UNDER  SECURITIES  ACT  OF   193  3 

"Sec.  24.  (a)  In  registering  under  the  Securities  Act  of  1933  any 
security  of  which  it  is  the  issuer,  a  registered  investment  company, 
in  lieu  of  furnishing  a  registration  statement  containing  the  informa- 
tion and  documents  specified  in  Schedule  A  of  said  Act,  may  file  a 
registration  statement  containing  the  following  information  and 
documents : 

"(1)  such  copies  of  the  registration  statement  filed  by  such 
company  under  this  title,  and  of  such  reports  filed  by  such  com- 
pany pursuant  to  section  30  or  such  copies  of  portions  of  such 
registration  statement  and  reports,  as  the  Commission  shall  des- 
ignate by  rules  and  regulations;  and 

"(2)  such  additional  information  and  documents  (including  a 
prospectus)  as  the  Commission  shall  prescribe  by  rules  and  regu- 
lations as  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors.". 

3.  Section  24(e)  of  the  Investment  Company  Act  of  1940  (15  U.S.C. 
80a-24(e)): 

"(e)  (1)  A  registration  statement  under  the  Securities  Act  of  1933 
relating  to  a  security  issued  by  a  face-amount  certificate  company  or 
a  redeemable  security  issued  by  an  open-end  management  company 
or  unit  investment  trust  may  be  amended  after  its  effective  date  so  as 
to  increase  the  securities  specified  therein  as  proposed  to  be  offered. 
At  the  time  of  filing  such  amendment  there  shall  be  paid  to  the  Com- 
mission a  fee,  calculated  in  the  manner  specified  in  section  6(b)  of  said 
Act,  with  respect  to  the  additional  securities  therein  proposed  to  be 
offered. 

"(2)  The  filing  of  such  an  amendment  to  a  registration  statement 
under  the  Securities  Act  of  1933  shall  not  be  deemed  to  have  taken 
place  unless  it  is  accompanied  by  a  United  States  postal  money  order 
or  a  certified  bank  check  or  cash  for  the  amount  of  the  fee  required 
under  paragraph  (1)  of  this  subsection. 

"(3)  For  the  purposes  of  section  11  of  the  Securities  Act  of  1933, 
as  amended,  the  effective  date  of  the  latest  amendment  filed  pursuant 
to  this  subsection  or  otherwise  shall  be  deemed  the  effective  date  of 
the  registration  statement  with  respect  to  securities  sold  after  such 


^  This  reference  is  to  the  Federal  Power  Commission.  But  see  the  Department  of  Energy 
Organization  Act,  Pub.  L.  95-91,  91  Stat.  565,  August  4,  1977. 
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amendment  shall  have  become  effective.  For  the  purposes  of  section 
13  of  the  Securities  Act  of  1933,  as  amended,  no  such  security  shall 
be  deemed  to  have  been  bona  fied  offered  to  the  public  prior  to  the 
effective  date  of  the  latest  amendment  filed  pursuant  to  this  subsection. 
Except  to  the  extent  the  Commission  otherwise  provides  by  rules 
or  regulations,  as  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  no  prospectus  relating  to  a  security  issued  by  a 
face-amount  certificate  company  or  a  redeemable  security  issued  by  an 
open-end  management  company  or  unit  investment  trust  which  varies 
for  the  purposes  of  subsection  (a)  (3)  of  section  10  of  the  Securities 
Act  of  1933  from  the  latest  prospectus  filed  as  a  part  of  the  registration 
statement  shall  be  deemed  to  meet  the  requirements  of  said  section  10 
unless  filed  as  part  of  an  amendment  to  the  reofistration  statement 
under  said  Act  and  such  amendment  has  become  effective.". 

4.  Section  38(b)  of  the  Investment  Company  Act  of  1940  (15 
U.S.C. 80a-37(b)): 

"(b)  The  Commission,  by  such  rules  and  re<rulations  or  order  as  it 
deems  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  may  authorize  the  filing  of  any  infoi-mation  or 
documents  required  to  be  filed  with  the  Commission  under  this  title. 
Title  II  of  this  Act,  the  Securities  Act  of  1933,  The  Securities  Ex- 
change Act  of  1934,  the  Public  Utility  Holding  Company  Act  of 
1935,  or  fne  Trust  Indenture  Act  of  1939,  by  incorporating  by  refer- 
ence any  information  or  documents  theretofore  or  concurrently  filed 
with  the  Commission  under  this  title  or  anv  of  such  Acts.". 

5.  Sexjtion  308(a)  of  the  Trust  Tndentiire  Act  of  1939  (15  ILS.C. 
7Thhh(a)): 


"Sec.  308.  (a)  The  Commission,  by  such  rules  and  reo^ilations  oi' 
orders  as  it  deems  necessaiy  or  appropriate  in  the  public  interest  or 
for  the  protection  of  investOT-s,  shall  puthorize  the  filing  of  any  infor- 
mation or  documents  required  to  be  filed  with  the  Commission  under 
this  title,  or  under  the  Securities  Act  of  1933.  the  Securities  Exchange 
Act  of  1934,  or  the  Public  Utility  Holding  Company  Act  of  1935,  by 
incorporating  by  reference  any  information  or  documents  on  file  with 
the  Commission  under  this  title  or  under  anv  such  Act.". 

6.  Section  15(d)  of  the  Securities  Exchange  Act  of  1934  (15  U.S.C. 
78o(d)): 

"(d)  Each  issuer  which  has  filed  a  repristration  stntement  containing 
an  undertaking  which  is  or  becomes  operative  imder  this  subsection 
as  in  effect  prior  to  the  date  of  enactment  of  the  Securities  Act 
Amendments  of  1964,  and  each  issuer  which  shall  after  such  date  file 
a  registration  statement  which  has  become  effective  pursuant  to  the 
Securities  Act  of  1933,  as  amended,  shall  file  with  the  Commission,  in 
accordance  with  such  rules  and  regulations  as  the  Commission  may 
prescribe  as  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors,  such  supnlementary  and  periodic  information, 
documents,  and  reports  as  mav  be  required  pursuant  to  section  13  of 
this  title  in  resi:>ect  of  a  security  resristered  pursuant  to  section  12  of 
this  title.  The  dutv  to  file  under  this  subsection  shall  be  automatically 
suspended  if  and  so  long  as  any  issue  of  securities  of  such  issuer  is  reg- 
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istered  pursuant  to  section  12  of  this  title.  The  duty  to  file  under  this 
subsection  shall  also  be  automatically  suspended  as  to  any  fiscal  year, 
other  than  the  fiscal  year  ^Yithin  which  such  registration  statement 
became  efiective,  if  at  the  beginning  of  such  fiscal  year,  the  securities 
of  each  class  to  which  the  registration  statement  relates  are  held  of 
record  by  less  than  three  hundred  persons.  For  the  purposes  of  this 
subsection,  the  term  'class'  shall  be  construed  to  include  all  securities 
of  an  issuer  which  are  of  substantially  similar  character  and  the  hold- 
ers of  which  enjoy  substantially  similar  rights  and  privileges.  Nothing 
in  this  subsection  shall  apply  to  securities  issued  by  a  foreign  govern- 
ment or  political  subdivision  thereof.". 

[Note  :  The  various  penalties  imposed  upon  failure  to  per- 
form the  undertakings  provided  for  by  section  15(d)  of  the 
SQcurities  Exchange  Act  of  193-1,  or"^for  filing  false  state- 
ments in  connection  therewith,  are  contained  in  sections  21  (f) 
and  32  (a)  and  (b)  of  such  Act  (15  U.S.C.  78u(f),  78ff  (a) 
and(b)).] 

C.  In  addition  to  section  10  of  the  Securities  Act  of  1933,  the  follow- 
ing should  also  be  considered  in  relation  to  certain  investment  com- 
pany securities : 

Section  24(c)  of  the  Investment  Companv  Act  of  1940  (15  U.S.C. 
80a-24(c)): 

"(c)  In  addition  to  the  powers  relative  to  prospectuses  granted  the 
Commission  by  section  10  of  the  Securities  Act  of  1933,  the  Commis- 
sion is  authorized  to  require,  by  rules  and  regulations  or  order,  that 
the  information  contained  in  any  prospectus  relating  to  any  periodic 
payment  plan  certificate  or  face-amount  certificate  registered  under 
the  Securities  Act  of  1933  on  or  after  the  effective  date  of  this 
title  be  presented  in  such  form  and  order  of  items,  and  such  prospec- 
tus contain  such  summaries  of  any  portion  of  such  information,  as 
are  necessary'  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors.". 

D.  The  following  should  be  considered  in  connection  with  the  ap- 
plication of  section  8(d)  of  the  Securities  Act  of  1933: 

Section  14(a)  of  the  Investment  Companv  Act  of  1940  (15  U.S.C. 
80a-14(a)): 

"size    of    IX\T:ST3rEXT    C03HPAXIES 

"Sec.  14.  (a)  No  registered  investment  company  organized  after 
the  date  of  enactment  of  this  title,  and  no  principal  underwriter  for 
such  a  company,  shall  make  a  public  offering  of  securities  of  which 
such  company  is  the  issuer,  unless — 

"(1)  such  company  has  a  net  worth  of  at  least  $100,000: 
"(2)  such  company  has  pre^aously  made  a  public  offerins:  of  its 
securities,  and  at  the  time  of  such  offering  had  a  net  worth  of  at 
least  $100,000 :  or 

"(3)  provision  is  made  in  connection  with  and  as  a  condition 
of  the  resfistration  of  such  securities  under  the  Securities  Act  of 
1933,  which  in  the  opinion  of  the  Commission  adequately  insures 
(A)  that  after  the  effective  date  of  such  registration  statement 
such  company  will  not  issue  any  security  or  receive  any  proceeds 
of  any  subscription  for  any  security  until  firm  agreements  have 
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been  made  with  such  company  by  not  more  than  twenty-five  re- 
sponsible persons  to  purchase  from  it  securities  to  be  issued  by  it 
for  an  aggregate  net  amount  which  phis  the  then  net  worth  of 
the  company,  if  any,  will  equal  at  least  $100,000;  (B)  that  sai(' 
aggregate  net  amount  will  be  paid  in  to  such  company  before  an] 
su&cription  for  such  securities  will  be  accepted  from  any  j^ersonsl 
in  excess  of  twenty-five;   (C)   that  arrangements  will  be  made 
whereby  any  proceeds  so  paid  in,  as  well  as  any  sales  load,  will 
be  refunded  to  any  subscriber  on  demand  without  any  deduction, 
in  the  event  that  the  net  proceeds  so  received  by  the  company  do 
not  result  in  the  company  having  a  net  worth  of  at  least  $100,000 
within  ninety  days  after  such  registration  statement  becomes 
effective. 
At  any  time  after  the  occurrence  of  the  event  specified  in  clause 
(C)  of  paragraph  (3)  of  this  subsection  the  Commission  may  issue  a 
stop  order  suspending  the  effectiveness  of  the  registration  statement 
of  such  securities  under  the  Securities  xYct  of  1933  and  may  suspend 
or  revoke  the  registration  of  such  conipanv  under  this  title.". 

E.  Section  308(b)  of  the  Trust  Indenture  Act  of  1939  (15  U.S.C. 
77hhh(b)): 

"(b)  The  Commission,  by  suoli  rules  and  regulations  or  orders  as  it 
deems  necossarv  or  appropriate  in  the  public  intere.st  or  for  the  pro- 
tection of  investors,  shall  provide  for  the  consolidation  of  applications, 
reports  and  proceedings  under  this  title  with  registration  statements, 
applications,  reports,  and  proceedings  under  the  Securities  Act  of 
1933,  the  Securities  Exchange  Act  of  1934,  or  the  Public  Utility  Hold- 
ing Company  Act  of  1935.". 

m.    CIVIL   AND    CRIMINAL   PROCEEDINGS 

Subsection  (c)  of  section  22  of  the  Securities  Act  of  1933  was  re- 
pealed bv  the  OrL^nized  Crime  Control  Act  of  1970  (P.L.  91-452; 
'84  Stat.  929),  which  makes  the  following  sections  6001  to  6004  of  title 
18  of  the  United  States  Code  applicable  in  place  thereof. 

TITLE  n— GENERAL  IMIVIUNITY 

Sec.  201.  (a)  Title  18,  United  States  Code,  is  amended  by  adding 
immediately  after  part  IV  the  following  new  part : 

"Part  V. — Immunity  of  Witnesses 

"Sec. 

"6001.  Definitions. 

"6002.  Immunity  generally. 

"6003.  Ck)urt  and  grand  jury  proceedings. 

"6004.  Certain  Administrative  proceedings. 

"6005.  Congressional  proceedings. 

"§  6001.  Definitions 

"As  used  in  this  part — 

"  (1)  'agency  of  the  United  States'  means  any  executive  depart- 
ment as  defined  in  section  101  of  title  5.  United  States  Code,  a 
military  department  as  defined  in  section  102  of  title  5,  United 
States  Code,  the  Atomic  Energy  Commission,  the  China  Trade 
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Act  registrar  appointed  under  53  Stat.  1432  (15  U.S.C.  sec.  143), 
the  Civil  Aeronautics  Board,  the  Federal  Communications  Com- 
mission, the  Federal  Deposit  Insurance  Corporation,  the  Federal 
Maritime  Commission,  the  Federal  Power  Commission,  the  Fed- 
eral Trade  Commission,  the  Interstate  Commerce  Commission, 
the  National  Labor  Kelations  Board,  the  National  Transportation 
Safety  Board,  the  Kailroad  Retirement  Board,  an  arbitration 
board  established  under  48  Stat.  1193  (45  U.S.C.  sec.  157),  the 
Securities  and  Exchange  Commission,  the  Subversive  Activities 
Control  Board,  or  a  board  established  under  49  Stat.  31  (15  U.S.C. 
sec.  7l5d) ; 

"(2)  'other  information'  includes  any  book,  paper,  document, 
record,  recording,  or  other  material ; 

"(3)  'proceeding  before  an  agency  of  the  United  States'  means 
any  proceeding  before  such  an  agency  with  respect  to  which  it  is 
authorized  to  issue  subpenas  and  to  take  testimony  or  receive  other 
information  from  witnesses  under  oath ;  and 

"  (4)  'court  of  the  United  States'  means  any  of  the  following 
courts :  the  Supreme  Court  of  the  United  States,  a  United  States 
court  of  appeals,  a  United  States  district  court  established  under 
chapter  5,  title  28,  United  States  Code,  the  District  of  Columbia 
Court  of  Appeals,  the  Superior  Court  of  the  District  of  Colum- 
bia, the  District  Court  of  Guam,  the  District  Court  of  the  Virgin 
Islands,  the  United  States  Court  of  Claims,  the  United  States 
Court  of  Customs  and  Patent  Appeals,  the  Tax  Court  of  the 
United  States,  the  Customs  Court,  and  the  Court  of  Military 
Appeals. 

"§  6002.  Immunity  generally 

"Whenever  a  witness  refuses,  on  the  basis  of  his  privilege  against 
self-incrimination,  to  testify  or  provide  other  information  in  a  pro- 
ceeding before  or  ancillary  to — 

"  ( 1 )  a  court  or  grand  jury  of  the  United  States, ' 

"  (2)  an  agency  of  the  United  States,  or 

"(3)  either  House  of  Congress,  a  joint  committee  of  the  two 
Houses,  or  a  committee  or  a  subcommittee  of  either  House, 
and  the  person  presiding  over  the  proceeding  communicates  to  the 
witness  an  order  issued  under  this  part.,  the  witness  may  not  refuse  to 
comply  with  the  order  on  the  basis  of  his  privilege  against  self- 
incrimination  :  but  no  testimony  or  other  information  compelled  under 
the  order  (or  any  information  directly  or  indirectly  derived  from  such 
testimony  or  other  information)  may  be  used  against  the  witness  in 
any  criminal  case,  except  a  prosecution  for  perjury,  giving  a  false 
statement,  or  otherTvase  failing  to  comply  with  the  order. 

"§6004.  Certain  administrative  proceedings 

"(a)  In  the  case  of  any  individual  who  has  been  or  who  may  be 
called  to  testify  or  provide  other  inf onnation  at  anj^  proceeding  before 
an  agency  of  the  United  States,  the  agency  may,  with  the  approval  of 
the  Attorney  General,  issue,  in  accordance  with  subsection  (b)  of  this 
section,  an  order  requiring  the  individual  to  give  testimony  or  provide 
other  information  which  he  refuses  to  give  or  provide  on  the  basis  of 
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his  privilege  against  self-incrimination,  such  order  to  become  effective 
as  provided  in  section  6002  of  this  part. 

"(b)  An  agency  of  the  United  States  may  issue  an  order  under 
subsection  (a)  of  this  section  only  if  in  its  judgment — 

"(1)  the  testimony  or  other  infonnation  from  such  individual 
may  be  necessai^y  to  the  public  interest ;  and 

"(2)  such  individual  has  refused  or  is  likely  to  refuse  to  testify 
or  provide  other  information  on  the  basis  of  liis  privilege  against 
self-incrimination.". 
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SECUKITIES  EXCHANGE  ACT  OF  1934 

AN  ACT  To  provide  for  the  regulation  of  securities  exchanges  and  of  over-the- 
counter  marketiS  operating  in  interstate  and  foreign  commerce  and  through  the 
mails,  to  prevent  inequitable  and  unfair  practices  on  such  exchanges  and 
markets,  and  for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^ 

TITLE  I— EEGULATION  OF  SECUKITIES  EXCHANGES 

SHORT  TITLE 

Section  1.  This  Act  may  be  cited  as  the  "Securities  Exchange  Act 
of  1934." 

NECESSITY  FOR  REGULATION   AS  PROVIDED   IN   THIS   TITLE 

Sec.  2.  For  the  reasons  hereinafter  enumerated,  transactions  in 
securities  as  commonly  conducted  upon  securities  exchanges  and 
over-the-counter  markets  are  affected  with  a  national  public  interest 
which  makes  it  necessary  to  provide  for  regulation  and  control  of 
such  transactions  and  of  practices  and  matters  related  thereto,  in- 
cluding transactions  by  officers,  directors^  and  principal  security 
holders,  to  require  appropriate  reports,  to  remove  impediments  to 
and  perfect  the  mechanisms  of  a  national  market  system  for  securities 
and  a  national  system  for  the  clearance  and  settlement  of  securities 
transactions  and  the  safeguarding  of  securities  and  funds  related 
thereto,  and  to  impose  requirements  necessary  to  make  such  regulation 
and  control  reasonably  complete  and  effective,  in  order  to  protect  inter- 
state commerce,  the  national  credit,  the  Federal  taxing  power,  to  pro- 
tect and  make  more  effective  the  national  banking  system  and  Federal 
Eeserve  System,  and  to  insure  the  maintenance  of  fair  and  honest  mar- 
kets in  such  transactions : 

(1)  Such  transactions  (a)  are  carried  on  in  large  volume  by  the 
public  generally  and  in  large  part  originate  outside  the  States  in 
which  the  exchanges  and  over-the-counter  markets  are  located  and/or 
are  effected  by  means  of  the  mails  and  instrumentalities  of  interstate 
commerce;  (b)  constitute  an  important  part  of  the  current  of  inter- 
state commerce;  (c)  involve  in  large  part  the  securities  of  issuers 
engaged  in  interstate  commerce;  (d)  involve  the  use  of  credit,  directly 
affect  the  financing  of  trade,  industry,  and  transportation  in  interstate 
commerce,  and  directly  affect  and  influence  the  volume  of  interstate 
commerce ;  and  affect  the  national  credit. 

(2)  The  prices  established  and  offered  in  such  transactions  are 
generally  disseminated  and  quoted  throughout  the  United  States  and 
foreign  countries  and  constitute  a  basis  for  determining  and  estab- 
lishing the  prices  at  which  securities  are  bought  and  sold,  the 
amount  of  certain  taxes  owing  to  the  United  States  and  to  the  several 
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States  by  owners,  buyers,  and  sellers  of  securities,  and  the  value  of 
collateral  for  bank  loans. 

(3)  Frequently  the  prices  of  securities  on  such  exchanges  and  mar- 
kets are  susceptible  to  manipulation  and  control,  and  the  dissemina- 
tion of  such  prices  gives  rise  to  excessive  speculation,  resulting  in  sud- 
den and  unreasonable  fluctuations  in  the  prices  of  securities  which  (a) 
cause  alternately  unreasonable  expansion  and  unreasonable  contraction 
of  the  volume  of  credit  available  fo'v  trade,  transportation,  and  indus- 
try in  interstate  commerce,  (b)  hinder  the  proper  appraisal  of  the 
value  of  securities  and  thus  prevent  a  fair  calculation  of  taxes  owing 
to  the  United  States  and  to  the  several  States  by  owners,  buyers,  and 
sellers  of  securities,  and  (c)  prevent  the  fair  valuation  of  collateral  for 
bank  loans  and/or  obstruct  the  effective  operation  of  the  national  bank- 
ing system  and  Federal  Reserve  System. 

(4)  National  emergencies,  which  produce  widespread  unemploy- 
ment and  the  dislocation  of  trade,  transportation,  and  industry,  and 
which  burden  interstate  commerce  and  adversely  affect  the  general 
welfare,  are  precipitated,  intensified,  and  prolonged  by  manipulation 
and  sudden  and  unreasonable  fluctuations  of  security  prices  and  by 
excessive  speculation  on  such  exchanges  and  markets,  and  to  meet 
such  emergencies  the  Federal  Government  is  put  to  such  great  expense 
as  to  burden  the  national  credit. 

Definitions  and  Application  of  Title 

Sec.  3.  (a)  'Wlien  used  in  this  title,  unless  the  context  otherwise 
requires — 

(1)  The  term  "exchange"  means  any  organization,  association,  or 
group  of  persons,  whether  incorporated  or  unincorporated,  which  con- 
stitutes, maintains,  or  provides  a  market  place  or  facilities  for  bringing 
together  purchasers  and  sellers  of  securities  or  for  otherwise  perform- 
ing with  respect  to  securities  the  functions  commonly  performed  by 
a  stock  exchange  as  that  term  is  generally  understood,  and  includes  the 
market  place  and  the  market  facilities  maintained  by  such  exchange. 

(2)  The  term  "facility"  when  used  with  respect  to  an  exchange 
includes  its  premises,  tangible  or  intangible  property  whether  on  the 
premises  or  not,  any  right  to  the  use  of  such  premises  or  property  or 
any  service  thereof  for  the  purpose  of  effecting  or  reporting  a  transac- 
tion on  an  exchange  (including,  among  other  things,  any  system  of 
communication  to  or  from  the  exchange,  by  ticker  or  otherwise,  main- 
tained by  or  with  the  consent  of  the  exchange),  and  any  right  of  the 
exchange  to  the  use  of  any  property  or  service. 

(3)  (A)  The  term  "member"  when  used  with  respect  to  a  national 
securities  exchange  means  (i)  anv  natural  person  permitted  to  effect 
transactions  on  the  floor  of  the  exchange  without  the  services  of  another 
person  acting  as  broker,  (ii)  any  registered  broker  or  dealer  with  which 
such  a  natural  person  is  associated,  (iii)  any  re^stered  broker  or  dealer 
permitted  to  designate  as  a  representative  such  a  natural  person,  and 
(iv)  any  other  registered  broker  or  dealer  which  agrees  to  be  resrulated 
by  such  exchange  and  with  respect  to  which  the  exchange  undertakes 
to  enforce  compliance  with  the  provisions  of  this  title,  the  rules  and 
recnilations  thereunder,  and  its  own  rules  For  purposes  of  sections 
6(b)(1),  6(b)(4),  6(b)(6),  6(b)(7),  6(d),  17(d),  19(d),  19(e) 
19(g),  19(h),  and  21  of  this  title,  the  term  "member"  when  used  with 
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respect  to  a  national  securities  exchange  also  means,  to  the  extent  of 
the  rules  of  the  exchange  specified  by  the  Commission,  any  person  re- 
quired by  the  Commission  to  comply  with  such  rules  pursuant  to  sec- 
tion 6(f)  of  this  title. 

(B)  The  term  "member"  when  used  with  respect  to  a  registered 
securities  association  means  any  broker  or  dealer  who  agrees  to  be 
regulated  by  such  association  and  with  respect  to  whom  the  associa- 
tion undertakes  to  enforce  compliance  with  the  provisions  of  this  title, 
the  rules  and  regulations  thereunder,  and  its  own  rules. 

(4)  The  term  "broker"  means  any  person  engaged  in  the  business 
of  effecting  transactions  in  securities  for  the  account  of  others,  but 
does  not  include  a  bank. 

(5)  The  term  "dealer"  means  any  person  engaged  in  the  busi- 
ness of  buying  and  selling  securities  for  his  own  account,  through 
a  broker  or  otherwise,  but  does  not  include  a  bank,  or  any  person 
insofar  as  he  buys  or  sells  securities  for  his  own  account,  either  indi- 
vidually or  in  some  fiduciary  capacity,  but  not  as  a  part  of  a  regular 
business. 

(6)  The  term  "bank"  means  (A)  a  banking  institution  organized 
under  the  laws  of  the  United  States,  (B)  a  member  bank  of  the 
Federal  Reserve  System,  (C)  any  other  banking  institution,  whether 
incorporated  or  not,  doing  business  under  the  laws  of  any  State  or  of 
the  United  States,  a  substantial  portion  of  the  business  of  which 
consists  of  receiving:  deposits  or  exercising  fiduciary  powers  simi- 
lar to  those  permitted  to  national  banks  under  section  11  (k)  of  the 
Federal  Reserve  Act,  as  amended,  and  which  is  supervised  and  ex- 
amined by  State  or  Federal  authority  having  supervision  over  banks, 
and  which  is  not  operated  for  the  purpose  of  evading  the  provisions 
of  this  title,  and  (D)  a  receiver,  conservator,  or  other  liquidating 
agent  of  any  institution  or  firm  included  in  clauses  (A),  (B),  or 
(C)  of  this  paragraph. 

(7)  The  term  "director"  means  any  director  of  a  corporation  or 
any  person  performing  similar  functions  with  respect  to  any  organi- 
zation, whether  incorporated  or  unincorporated. 

(8)  The  term  "issuer"  means  any  person  who  issues  or  proposes 
to  issue  any  security ;  except  that  with  respect  to  certificates  of  deposit 
for  securities,  voting-trust  certificates,  or  collateral-trust  certificates, 
or  with  respect  to  certificates  of  interest  or  shares  in  an  unincorporated 
investment  trust  not  having  a  board  of  directors  or  of  the  fixed,  re- 
stricted management,  or  unit  type,  the  term  "issuer"  means  the  person 
or  persons  performing  the  acts  and  assuming  the  duties  of  depositor 
or  manager  pursuant  to  the  provisions  of  the  trust  or  other  agreement 
or  instrument  under  which  such  securities  are  issued ;  and  except  that 
with  respect  to  equipment-trust  certificates  or  like  securities,  the  term 
"issuer"  means  the  person  by  whom  the  equipment  or  property  is,  or  is 
to  be,  used. 

(9)  The  term  "person"  means  a  natural  person,  company,  govern- 
ment, or  political  subdivision,  agency,  or  instrumentality  of  a  govern- 
ment. 

(10)  The  term  "security"  means  any  note,  stock,  treasury  stock, 
bond,  debenture,  certificate  of  interest  or  participation  in  any  profit- 
sharing  agreement  or  in  any  oil,  gas,  or  other  mineral  royalty  or  lease, 
any  collateral-trust  certificate,  preorganization  certificate  or  subscrip- 
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tion,  transferable  share,  investment  contract,  voting-trust  certificate, 
certificate  of  deposit,  for  a  security,  or  in  general,  any  instrument  com- 
monly known  as  a  "security" ;  or  any  certificate  of  interest  or  partici- 
pation in,  temporary  or  interim  certificate  for,  receipt  for,  or  war- 
rant or  right  to  subscribe  to  or  purchase,  any  of  the  foregoing;  but 
shall  not  include  currency  or  any  note,  draft,  bill  of  exchange,  or 
banker's  acceptance  which  has  a  maturity  at  the  time  of  issuance  of 
not  exceeding  nine  months,  exclusive  of  days  of  grace,  or  any  renewal 
thereof  the  maturity  of  which  is  likewise  limited. 

(11)  The  temn  "equity  security"'  means  anv  stock  or  similar  secur- 
ity; or  any  security  convertible,  with  or  without  consideration,  into 
such  a  security,  or  carrying  any  warrant  or  right  to  subscribe  to  or 
purchase  such  a  security ;  or  any  such  warrant  or  right :  or  any  other 
security  which  the  Commission  sliall  deem  to  be  of  similar  nature 
and  consider  nexiessary  or  appropriate,  by  such  rules  and  regulations 
as  it  may  prescribe  in  the  public  interest  or  for  the  protection  of 
investors,  to  treat  as  an  equity  security. 

(12)  The  term  "exempted  security''  or  "exempted  securities"  includes 
securities  whicli  are  direct  obligations  of,  or  obligations  guaranteed  as 
to  principal  or  interest  by,  the  United  States;  such  sex'urities  issued  or 
guaranteed  by  corporations  in  which  the  United  States  has  a  direct  or 
indirex^t  interest  as  shall  be  designated  for  exemption  by  the  Secretary 
of  the  Treasury  as  necessary  or  appropriate  in  the  public  interest  or 
for  the  protex^tion  of  investors;  municipal  securities,  as  defined  in  sec- 
tion 3(a)  (29)  of  this  title:  Provided,  ho^rever.  That  municipal  securi- 
ties shall  not  be  deemed  to  be  "exempted  securities"  for  purposes  of 
sections  15,  15A  (except  subsections  (b)(6),  (b)(ll),  and  (g)(2)  ^ 
thereof),  and  17A  of  this  title;  any  interest  or  participation  in  any 
common  trust  fund  or  similar  fund  maintained  by  a  bank  exclusively 
for  the  collex'tive  investment  and  reinvestment  of  assets  contributed 
thereto  bv  such  bank  in  its  capacitv  as  trustee,  executor,  a<iministrator, 
or  guardian;  any  interest  or  participation  in  a  collective  trust  fund 
maintained  by  a  bank  or  in  a  separate  account  maintained  by  an  insur- 
ance company  which  interest  or  participation  is  issued  in  connection 
with  (A)  a  stock  bonus,  pension,  or  profit-sharing  plan  which  meets 
the  requirements  for  qualification  under  section  401  of  the  Internal 
Revenue  Code  of  1954,  or  (B)  an  annuity  plan  which  meets  the 
requirements  for  the  deduction  of  the  employer's  contribution  under 
section  404(a)  (2)  of  such  Code,  o^her  than  any  plan  described  in 
clause  (A)  or  (B)  of  this  paragraph  which  covers  employees  some  or 
all  of  whom  are  employees  within  the  meaning  of  section  401  (c)  (1)  of 
such  Code,  and  such  other  securities  (which  may  include,  among 
others,  unregistered  securities,  the  market  in  which  is  predominantly 
intrastate)  as  the  Commission  mav,  by  such  rules  and  regulations  as 
it  deems  consistent  with  the  public  interest  and  the  protection  of 
investors,  either  unconditionallv  or  upon  specified  terms  and  conditions 
or  for  stated  periods,  exempt  from  the  operation  of  any  one  or  more 
provisions  of  this  title  which  bv  their  terms  do  not  apply  to  an 
"exempted  securitv"  or  to  "exempted  securities". 

(13)  The  terms  "buy"  and  "purchase"  each  include  any  contract 
to  buv,  purchase,  or  otherwise  acquire. 

(14)  The  terms  "sale"  and  "sell"  each  include  any  contract  to  sell 
or  otherwise  dispose  of. 

1  So  In  original ;  probably  should  read  "(g)  (3)". 
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(15)  The  tenn  "Commission"  means  the  Securities  and  Exchange 
Commission  established  by  section  4  of  this  title. 

(16)  The  term  "State"  means  any  State  of  the  United  States,  the 
District  of  Columbia,  Puerto  Rico,  the  Canal  Zone,  the  Virgin  Islands, 
or  any  other  possession  of  the  United  States.^ 

(17)  The  term  "interstate  commerce"  means  trade,  commerce,  trans- 
portation, or  communication  among  the  several  States,  or  between  any 
foreign  country  and  any  State,  or  between  any  State  and  any  place  or 
ship  outside  thereof.  The  term  also  includes  intrastate  use  of  (A)  any 
facility  of  a  national  securities  exchange  or  of  a  telephone  or  other 
interstate  means  of  communication,  or  (B)  any  other  interstate 
instnmientality. 

(18)  The  term  "nerson  associated  with  a  broker  or  dealer"  or  "asso- 
ciated person  of  a  broker  or  dealer"  means  any  partner,  officer,  director, 
or  branch  manager  of  such  broker  or  dealer  (or  any  person  occupying 
a  similar  status  or  performing  similar  functions) ,  any  person  directly 
or  indirectly  controlling,  controlled  by,  or  under  common  control  with 
such  broker  or  dealer,  or  any  employee  of  such  broker  or  dealer,  except 
that  any  person  associated  with  a  broker  or  dealer  whose  functions  are 
solely  clerical  or  ministerial  shall  not  be  included  in  the  meaning  of 
such  term  for  purposes  of  section  15(b)  of  this  title  (other  than 
paragraph  (6)  thereof). 

(19)  The  terms  "investment  company,"  "affiliated  person,"  "insur- 
ance company,"  "separate  account,"  and  "company"  have  the  same 
meanings  as  in  the  Investment  Company  Act  of  1940. 

(20)  The  terms  "investment  adviser"  and  "underwriter"  have  the 
same  meanings  as  in  the  Investment  Advisers  Act  of  1940. 

(21)  The  term  "persons  associated  with  a  member"  or  "associated 
person  of  a  member"  when  used  with  respect  to  a  member  of  a  national 
securities  exchange  or  registered  securities  association  means  any 
partner,  officer,  director,  or  branch  manager  of  such  member  (or  any 
person  occupying  a  similar  status  or  performing  similar  functions), 
any  person  directly  or  indirectly  controlling,  controlled  by,  or  under 
common  control  with  such  member,  or  any  employee  of  such  member. 

(22)  (A)  The  term  "securities  information  processor"  means  any 
person  engaged  in  the  business  of  (i)  collecting,  processing,  or  pre- 
paring for  distribution  or  publication,  or  assisting,  participating  in, 
or  coordinating  the  distribution  or  publication  of,  information  with 
respect  to  transactions  in  or  quotations  for  any  security  (other  than 
an  exempted  security)  or  (ii)  distributing  or  publishing  (whether  by 
means  of  a  ticker  tape,  a  communications  network,  a  terminal  display 
device,  or  otherwise)  on  a  current  and  continuing  basis,  information 
with  respect  to  such  transactions  or  quotations.  The  term  "securities 
information  processor"  does  not  include  any  bona  fide  newspaper, 
news  masrazine,  or  business  or  financial  publication  of  general  and 
regular  circulation,  any  self- regulatory  organization,  any  bank,  broker, 
dealer,  building  and  loan,  savinsrs  and  loan,  or  homestead  association, 
or  cooperative  bank,  if  «;nch  b^nk.  broker,  denier,  association,  or  coop- 
erative bank  would  be  deemed  to  be  a  securities  information  processor 
solely  bv  reason  of  functions  performed  by  such  institutions  as  part 
of  customary  banking,  brokerage,  dealing,  association,  or  cooperative 
bank  activities,  or  any  common  carrier,  as  defined  in  section  3(h)  of 

1  The  words  "Philinnine  Islands"  were  deleted  from  the  definition  of  the  terra  "State" 
on  the  basi's  of  Presidential  Proclamation  No.  2695.  effective  July  4.  1946  (11  F.R.  7517; 
60  Stat.  1352),  which  granted  independence  to  the  Philippine  Islands. 
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the  Communications  Act  of  1934,  subject  to  the  jurisdiction  of  the 
Federal  Communications  Commission  or  a  State  commission,  as  defined 
in  section  3(t)  of  that  Act,  unless  the  Commission  determines  that 
such  carrier  is  engaged  in  the  business  of  collecting,  processing,  or 
preparing  for  distribution  or  publication,  information  with  respect 
to  transactions  in  or  quotations  for  any  security. 

(B)  The  term  "exclusive  processor"  means  any  securities  informa- 
tion processor  or  self-regulatory  organization  which,  directly  or  indi- 
rectly, engages  on  an  exclusive  basis  on  behalf  of  any  national  securities 
exchange  or  registered  securities  association  or  any  national  securities 
exchange  or  registered  securities  association  which  engages  on  an 
exclusive  basis  on  its  own  behalf  in  collecting,  processing,  or  preparing 
for  distribution  or  publication  any  information  with  respect  to  (i) 
transactions  or  quotations  on  or  effected  or  made  by  means  of  any 
facility  of  such  exchange  or  (ii)  quotations  distributed  or  published 
by  means  of  any  electronic  system  operated  or  controlled  by  such 
association. 

(23)  (A)  The  term  "clearing  agency"  means  any  person  who  acts 
as  an  intermediary  in  making  payments  or  deliveries  or  both  in 
connection  with  transactions  in  securities  or  who  provides  facilities  for 
comparison  of  data  respecting  the  terms  of  settlement  of  securities 
transactions,  to  reduce  the  numl>er  of  settlements  of  securities  trans- 
actions, or  for  tlie  allocation  of  securities  settlement  responsibilities. 
Such  term  also  means  any  person,  such  as  a  securities  depository,  who 
(i)  acts  as  a  custodian  of  securities  in  connection  with  a  system  for  the 
central  handling  of  securities  whereby  all  securities  of  a  particular 
class  or  series  of  any  issuer  deposited  within  the  system  are  treated  as 
fungible  and  may  l)e  transferred,  loaned,  or  pledged  by  lKX)kkeeping 
entry  without  physical  delivery  of  securities  certificates,  or  (ii)  other- 
wise permits  or  facilitates  the  settlement  of  securities  transactions  or 
the  hypothecation  or  lending  of  securities  without  physical  delivery 
of  securities  certificates. 

(B)  The  term  "clearing  agency"  does  not  include  (i)  any  Federal 
Reserve  bank,  Federal  home  loan  bank,  or  Federal  land  bank;  (ii) 
any  national  securities  exchange  or  resristered  securities  association 
solely  bv  reason  of  its  providing  facilities  for  comparison  of  data 
respecting  the  terms  of  settlement  of  securities  transactions  effected  on 
such  exchange  or  by  means  of  any  electronic  system  operated  or  con- 
trolled by  such  association:  (iii)  any  bank,  broker,  dealer,  building 
and  loan,  savings  and  loan,  or  homestead  association,  or  cooperative 
bank  if  such  bank,  broker,  dealer,  association,  or  cooperative  bank 
would  be  deemed  to  be  a  clearing  agency  solely  by  reason  of  functions 
performed  by  such  institution  as  part  of  customary  banking,  broker- 
age, dealing,  association,  or  cooperative  banking  activities,  or  solely 
bv  reason  of  actinqr  on  behalf  of  a  clparinjr  asrency  or  a  participant 
therein  in  connection  with  the  furnishing  by  the  clearing  agency  of 
services  to  its  participants  or  the  use  of  services  of  the  clearing  agency 
by  its  participants,  unless  the  Commission,  by  rule,  otherwise  provides 
as  necessary  or  appropriate  to  assure  the  prompt  and  accurate  clear- 
ance and  settlement  of  securities  transactions  or  to  prevent  evasion  of 
this  title;  (iv)  any  life  insurance  company,  its  registered  separate 
accounts,  or  a  subsidiary  of  such  insurance  company  solely  by  reason 
of  functions  commonly  performed  by  such  entities  in  connection  with 
variable  annuity  contracts  or  variable  life  policies  issued  by  such 
insurance  company  or  its  separate  accounts;  (v)  any  registered  open- 
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end  investment  company  or  unit  investment  trust  solely  by  reason  of 
functions  commonly  performed  by  it  in  connection  with  shares  in 
such  registered  open-end  investment  company  or  unit  investment  trust, 
or  (vi)  any  person  solely  by  reason  of  its  performing  functions 
described  in  paragraph  25(E)  of  this  subsection. 

(24)  The  term  "participant"  when  used  with  respect  to  a  clearing 
agency  means  any  person  who  uses  a  clearing  agency  to  clear  or  settle 
securities  transactions  or  to  transfer,  pledge,  lend,  or  hypothecate 
securities.  Such  term  does  not  include  a  person  whose  only  use  of  a 
clearing  agency  is  (A)  through  another  person  who  is  a  participant  or 
( B )  as  a  pledgee  of  securities. 

(25)  The  term  "transfer  agent"  means  any  person  who  engages  on 
behalf  of  an  issuer  of  securities  or  on  behalf  of  itself  as  an  issuer  of 
securities  in  (A)  countersigning  such  securities  upon  issuance;  (B) 
monitoring  the  issuance  of  such  securities  with  a  view  to  preventing 
unauthorized  issuance,  a  function  commonly  performed  by  a  person 
called  a  registrar;  (C)  registering  the  transfer  of  such  securities; 
(D)  exchanging  or  converting  such  securities;  or  (E)  transferring 
record  ownership  of  securities  by  bookkeeping  entry  without  physical 
issuance  of  securities  certificates.  The  term  "transfer  agent"  does  not 
include  any  insurance  company  or  separate  account  which  performs 
such  functions  solely  with  respect  to  variable  annuity  contracts  or 
variable  life  policies  which  it  issues  or  any  registered  clearing  agency 
which  performs  such  functions  solely  with  respect  to  options  contracts 
which  it  issues. 

(26)  The  term  "self- regulatory  organization"  means  any  national 
securities  exchange,  registered  securities  association,  or  registered 
clearing  agency,  or  (solely  for  purposes  of  sections  19(b),  19(c),  and 
23(b)  of  this  title)  the  Municipal  Securities  Rulemaking  Board  estab- 
lished by  section  15B  of  this  title. 

(27)  The  term  "rules  of  an  exchange",  "rules  of  an  association",  or 
"rules  of  a  clearing  agency"  means  the  constitution,  articles  of  incor- 
poration, bylaws,  and  rules,  or  instruments  corresponding  to  the  fore- 
going, of  an  exchange,  association  of  brokers  and  dealers,  or  clearing 
agency,  respectively,  and  such  of  the  stated  policies,  practices,  and 
interpretations  of  such  exchange,  association,  or  clearing  agency  as  the 
Commission,  by  rule,  may  determine  to  be  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors  to  be  deemed  to 
be  rules  of  such  exchange,  association,  or  clearing  agency. 

(28)  The  term  "rules  of  a  self -regulatory  organization"  means  the 
rules  of  an  exchanpre  which  is  a  national  securities  exchange,  the  rules 
of  an  association  of  brokers  and  dealers  which  is  a  registered  securities 
association,  the  rules  of  a  clearing  agency  which  is  a  registered  clear- 
ing agency,  or  the  rules  of  the  Municipal  Securities  Rulemaking 
Board. 

(29)  The  term  "municipal  securities"  means  securities  which  are 
direct  obligations  of,  or  obligations  guaranteed  as  to  principal  or 
interest  by,  a  State  or  any  political  subdivision  thereof,  or  any  agency 
or  instrumentality  of  a  State  or  any  political  subdivision  thereof,  or 
any  municipal  corporate  instrumentality  of  one  or  more  States,  or  any 
security  which  is  an  industrial  development  bond  (as  defined  in  section 
]03(cV(2)  of  the  Internal  Revenue  Code  of  1054)  the  interest  on  which 
is  excludable  from  gross  income  under  section  103(a)  (1)  of  such  Code 


40 

if,  by  reason  of  the  application  of  para^aph  (4)  or  (6)  of  section  103 
(c)  of  such  Code  (determined  as  if  para^aphs  (4)  (A),  (5),  and  (7) 
were  not  included  in  such  section  103(c) ),  paragraph  (1)  of  such  sec- 
tion 103  (c)  does  not  apply  to  such  security. 

(30)  The  term  "municipal  securities  dealer"  means  any  person  (in- 
cluding a  separately  identifiable  department  or  division  of  a  bank) 
engaged  in  the  business  of  buying  and  selling  municipal  securities  for 
his  own  account,  through  a  broker  or  otherwise,  but  does  not  include — 

(A)  any  person  insofar  as  he  buys  or  sells  such  securities  for 
his  own  account,  either  individually  or  in  some  fiduciary  capacity, 
but  not  as  a  part  of  a  regular  business ;  or 

(B)  a  bank,  imless  the  bank  is  engaged  in  the  business  of  buy- 
ing and  sell  ins:  municipal  securities  for  its  own  account  other 
than  in  a  fiduciary  capacity,  through  a  broker  or  otherwise :  Pro- 
vided^ however^  That  if  the  bank  is  engaged  in  such  business 
through  a  separately  identifiable  department  or  division  (as 
defined  by  the  ^lunicipal  Securities  Rulemaking  Board  in  accord- 
ance with  section  15B(b)  (2)  (H)  of  this  title),  the  department  or 
division  and  not  the  bank  itself  shall  be  deemed  to  be  the  munic- 
ipal securities  dealer. 

(31)  The  term  "municipal  securities  broker"  means  a  broker  en- 
gaged in  the  business  of  effecting  transactions  in  municipal  securities 
for  the  account  of  others. 

(32)  The  term  "person  associated  with  a  municipal  securities  dealer" 
when  used  with  respect  to  a  municipal  securities  dealer  which  is  a  bank 
or  a  division  or  department  of  a  bank  means  any  person  directly 
engaged  in  the  management,  direction,  supervision,  or  performance  of 
any  of  the  municipal  securities  dealer's  activities  with  respect  to  munic- 
ipal securities,  and  any  person  directly  or  indirectly  controlling  such 
activities  or  controlled  by  the  municipal  securities  dealer  in  connection 
with  such  activities. 

(33)  The  term  "municipal  securities  investment  portfolio"  means  all 
municipal  securities  held  for  investment  and  not  for  sale  as  part  of  a 
regular  business  by  a  municipal  securities  dealer  or  by  a  person, 
directly  or  indirectly,  controlling,  controlled  by,  or  under  common 
control  with  a  municipal  securities  dealer. 

(34)  The  term  "appropriate  regulatory  agency"  means — 

(A)  When  used  with  respect  to  a  municipal  securities  dealer: 

(i)    the  Comptroller  of  the  Currency,  in  the  case  of  a 

national  bank  or  a  bank  operating  under  the  Code  of  Law  for 

the  District  of  Columbia,  or  a  subsidiary  or  a  department  or 

division  of  any  such  bank ; 

(ii)  the  Board  of  Governors  of  the  Federal  Reserve  Sys- 
tem, in  the  case  of  a  State  member  bank  of  the  Federal  Reserve 
System,  a  subsidiary  or  a  department  or  division  thereof,  a 
bank  holding  company,  a  subsidiary  of  a  bank  holding  com- 
pany which  is  a  bank  other  than  a  bank  specified  in  clause 
(i)  or  (iii)  of  this  subparagraph,  or  a  subsidiary  or  a  depart- 
ment or  division  of  such  subsidiary ; 

(iii)  the  Federal  Deposit  Insurance  Corporation,  in  the 
case  of  a  bank  insured  by  the  Federal  Deposit  Insurance  Cor- 
poration (other  than  a  member  of  the  Federal  Reserve  Sys- 
tem), or  a  subsidiary  or  department  or  division  thereof;  and 
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(iv)  the  Commission  in  the  case  of  all  other  municipal 
securities  dealers. 

(B)  When  used  with  respect  to  a  clearing  agency  or  transfer 
agent : 

(i)  the  Comptroller  of  the  Currency,  in  the  case  of  a 
national  bank  or  a  bank  operating  under  the  Code  of  Law  for 
the  District  of  Columbia,  or  a  subsidiary  of  any  such  bank ; 

(ii)  the  Board  of  Governors  of  the  Federal  Keserve  Sys- 
tem, in  the  case  of  a  State  member  bank  of  the  Federal  Reserve 
System,  a  subsidiary  thereof,  a  bank  holding  company,  or  a 
subsidiary  of  a  bank  holding  company  which  is  a  bank  other 
than  a  bank  specified  in  clause  (i)  or  (iii)  of  this  subpara- 
graph; 

(iii)  the  Federal  Deposit  Insurance  Corporation,  in  the 
case  of  a  bank  insured  by  the  Federal  Deposit  Insurance 
Corporation  (other  than  a  member  of  the  Federal  Reserve 
System) ,  or  a  subsidiary  thereof ;  and 

(iv)  the  Commission  in  the  case  of  all  other  clearing 
agencies  and  transfer  agents. 

(C)  When  used  with  respect  to  a  participant  or  applicant  to 
become  a  participant  in  a  clearing  agency  or  a  person  requesting 
or  having  access  to  services  offered  by  a  clearing  agency : 

(i)  the  Comptroller  of  the  Currency,  in  the  case  of  a 
national  bank  or  a  bank  operating  under  the  Code  of  Law 
for  the  District  of  Columbia  when  the  appropriate  regulatory 
agency  for  such  clearing  agency  is  not  the  Commission ; 

(ii)  the  Board  of  Governors  of  the  Federal  Reserve  Sys- 
tem in  the  case  of  a  state  member  bank  of  the  Federal  Reserve 
System,  a  bank  holding  company,  or  a  subsidiary  of  a  bank 
holding  company,  or  a  subsidiary  of  a  bank  holding  company 
which  is  a  bank  other  than  a  bank  specified  in  clause  (i)  or 
(iii)  of  this  subparagraph  when  the  appropriate  regulatory 
agency  for  such  clearing  agency  is  not  the  Commission ; 

(iii)  the  Federal  Deposit  Insurance  Corporation,  in  the 
case  of  a  bank  insured  by  the  Federal  Deposit  Insurance 
Corporation  (other  than  a  member  of  the  Federal  Reserve 
System)  when  the  appropriate  regulatory  agency  for  such 
clearing  agency  is  not  the  Commission ;  and 

(iv)  the  Commission  in  all  other  cases. 

(D)  When  used  with  respect  to  an  institutional  investment 
manager  which  is  a  bank  the  deposits  of  which  are  insured  in 
accordance  with  the  Federal  Deposit  Insurance  Act : 

(i)  the  Comptroller  of  the  Currency,  in  the  case  of  a 
national  bank  or  a  bank  operating  under  the  Code  of  Law  for 
the  District  of  Columbia ; 

(ii)  the  Board  of  Governors  of  the  Federal  Reserve  Sys- 
tem, in  the  case  of  any  other  member  bank  of  the  Federal 
Reserve  System ;  and 

(iii)  the  Federal  Deposit  Insurance  Corporation,  in  the 
case  of  any  other  insured  bank. 

(E)  Wlioii  used  with  respect  to  a  national  securities  exchange 
or  registered  securities  association,  member  thereof,  person  asso- 
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ciated  with  a  member  thereof,  applicant  to  become  a  member 
thereof  or  to  become  associated  with  a  member  thereof,  or  person 
requesting  or  having  access  to  services  offered  by  such  exchancre 
or  association  or  member  thereof,  or  the  Municipal  Securities 
Kulemaking  Board,  the  CommiSvSion. 

(F)  When  used  with  respect  to  a  person  exercising  investment 
discretion  with  respect  to  an  account : 

(i)  the  Comptroller  of  the  Currency,  in  the  case  of  a 
national  bank  or  a  bank  operating  under  the  Code  of  Law 
for  the  District  of  Columbia ; 

(ii)  the  Board  of  Governors  of  the  Federal  Reserve  Sys- 
tem in  the  case  of  any  other  member  bank  of  the  Federal 
Reserve  System; 

(iii)   the  Federal  Deposit  Insurance  Corporation,  in  the 

case  of  any  other  bank  the  deposits  of  which  are  insured  in 

accordance  with  the  Federal  Deposit  Insurance  Act;  and 

(iv)  the  Commission  in  the  case  of  all  other  such  persons. 

As  used  in  this  paragraph,  the  terms  "bank  holding  companv"  and 

''subsidiary  of  a  bank  holding  companv"  have  the  meanings  given 

them  in  section  2  of  the  Bank  Holding  Company  Act  of  1956. 

(35)  A  person  exercises  "investment  discretion"  with  respect  to  an 
account  if,  directly  or  indirectly,  such  person  (A)  is  authorized  to 
determme  what  securities  or  other  property  shall  be  purchased  or  sold 
by  or  for  the  account,  (B)  makes  decisions  as  to  what  securities  or 
other  property  shall  be  purchased  or  sold  bv  or  for  the  account  even 
though  some  other  pei-son  may  have  responsibility  for  such  investment 
decisions,  or  (C)  otherwise  exercises  such  influence  with  respect  to 
the  purchase  and  sale  of  securities  or  other  property  by  or  for  the 
account  as  the  Commission,  by  rule,  determines,  in  the  public  interest 
or  for  the  protection  of  investors,  should  be  subject  to  the  operation  of 
the  provisions  of  this  title  and  the  rules  and  regulations  thereunder. 

(36)  A  class  of  persons  or  markets  is  subject  to  "equal  regulation" 
if  no  member  of  the  class  has  a  competitive  advantage  over  any  other 
member  thereof  resulting  from  a  disparity  in  their  regulation  under 
this  title  which  the  Commission  determines  is  unfair  and  not  necessary 
or  appropriate  in  furtherance  of  the  purposes  of  this  title. 

(37)  The  term  "records"  means  accounts,  correspondence,  memo- 
randums, tapes,  discs,  papers,  books,  and  other  documents  or  tran- 
scribed information  of  any  type,  whether  expressed  in  ordinary  or 
machine  language. 

(38)  The  term  "market  maker"  means  any  specialist  permitted  to 
act  as  a  dealer,  any  dealer  acting  in  the  capacity  of  block  positioner, 
and  any  dealer  who,  with  respect  to  a  security,  holds  himself  out  (by 
entering  quotations  in  an  inter-dealer  communications  system  or  other- 
wise) as  being  willing  to  buy  and  sell  such  security  for  his  own  account 
on  a  regular  or  continuous  basis. 

(39)  A  person  is  subject  to  a  "statutory  disqualification"  with  re- 
spect to  membership  or  participation  in,  or  association  with  a  member 
of,  a  self- regulatory  organization,  if  such  person — 

(A)  "has  been  and  is  expelled  or  suspended  from  membership 
or  participation  in,  or  barred  or  suspended  from  being  associated 
with  a  member  of,  any  self-regulatory  organization ; 

(B)  is  subject  to  an  order  of  the  Commission  denving,  suspend- 
ing for  a  period  not  exceeding  twelve  months,  revoking  his  regis- 
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tration  as  a  broker,  dealer,  or  municipal  securities  dealer,  or 
barring  his  being  associated  with  a  broker,  dealer,  or  municipal 
securities  dealer; 

(C)  by  his  conduct  while  associated  with  a  broker,  dealer,  or 
municipal  securities  dealer,  has  been  found  to  be  a  cause  of  any 
effective  suspension,  expulsion,  or  order  of  the  character  described 
in  subparagraph  (A)  or  (B)  of  this  paragraph,  and  in  entering 
such  a  suspension,  expulsion,  or  order,  the  Commission  or  any  such 
self -regulatory  organization  shall  have  jurisdiction  to  find 
whether  or  not  anv  person  was  a  cause  thereof; 

(D)  has  associated  with  him  any  person  who  is  known,  or  in 
the  exercise  of  reasonable  care  should  be  known,  to  him  to  be  a 
person  described  by  subparagraph  ( A) ,  (B) ,  or  (C)  or  this  para- 
graph ;  or 

(E)  has  committed  or  omitted  any  act  enumerated  in  sub- 
paragraph (D)  or  (E)  of  paragraph  (4)  of  section  15(b)  of  this 
title,  has  been  convicted  of  any  offense  specified  in  subparagraph 
(B)  of  such  paragraph  (4)  within  ten  years  of  the  date  of  the 
filing  of  an  application  for  membership  or  participation  in,  or  to 
become  associated  with  a  member  of,  such  self -regulatory  orga- 
nization, is  enjoined  from  any  action,  conduct,  or  practice  speci- 
fied in  subparagraph  (C)  of  such  paragraph  (4),  has  willfully 
made  or  caused  to  be  made  in  any  application  for  membership 
or  participation  in,  or  to  become  associated  with  a  member  of,  a 
self -regulatory  organization,  report  required  to  be  filed  with  a 
self-regulatory  organization,  or  proceeding  before  a  self-regula- 
tory organization,  any  statement  which  was  at  the  time,  and  in 
the  light  of  the  circumstances  under  which  it  was  made,  false  or 
misleading  with  respect  to  any  material  fact,  or  has  omitted  to 
state  in  any  such  application,  report,  or  proceeding  any  material 
fact  which  is  required  to  be  stated  therein. 

(b)  The  Commission  and  the  Board  of  Governors  of  the  Federal 
Reserve  System,  as  to  matters  within  their  respective  jurisdictions, 
shall  have  power  by  rules  and  regulations  to  define  technical,  trade, 
accounting,  and  other  terms  used  in  this  title,  consistently  with  the 
provisions  and  purposes  of  this  title. 

(c)  No  provision  of  this  title  shall  apply  to,  or  be  deemed  to  in- 
clude, any  executive  department  or  independent  establishment  of  the 
United  States,  or  any  lending  agency  which  is  wholly  owned,  directly 
or  indirectly,  by  the  United  States,  or  any  officer,  agent,  or  employee 
of  any  such  department,  establishment,  or  agency,  acting  in  the  course 
of  his  official  duty  as  such,  unless  such  provision  makes  specific  refer- 
ence to  such  department,  establishment,  or  agency. 

(d)  No  issuer  of  municipal  securities  or  officer  or  employee  thereof 
acting  in  the  course  of  his  official  duties  as  such  shall  be  deemed  to  be 
a  "broker",  "dealer",  or  "municipal  securities  dealer"  solely  by  reason 
of  buying,  selling,  or  effecting  transactions  in  the  issuer's  securities. 

SECURITIES   AND  EXCHANGE   COMMISSION 

Sec.  4.  (a)  There  is  hereby  established  a  Securities  and  Exchange 
Commission  (hereinafter  referred  to  as  the  "Commission")  to  be 
composed  of  five  commissioners  to  be  appointed  by  the  President 
bv  and  with  l]io  advice  and  consent  of  the  Senate.  Not  more  than 
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three  of  such  commissioners  shall  be  members  of  the  same  political 
party,  and  in  making  appointments  members  of  different  political 
parties  shall  be  appointed  alternately  as  nearly  as  may  be  practi- 
cable. No  commissioner  shall  engage  in  any  other  business,  vocation, 
or  employment  than  that  of  serving  as  commissioner,  nor  shall  any 
commissioner  participate,  directly  or  indirectly,  in  any  stock-market 
operations  or  transactions  of  a  character  subject  to  regulation  by  the 
Commission  pui-suant  to  this  title.  Each  conmiissionor  shall  hold  office 
for  a  term  of  five  years  and  until  his  successor  is  appointed  and  has 
qualified,  except  that  he  shall  not  so  continue  to  serve  beyond  the 
expiration  of  the  next  session  of  Congress  subsequent  to  the  expiration 
of  said  fixed  term  of  office,  and  except  (1)  any  commissioner  appointed 
to  fill  a,  vacancy  occurring  prior  to  the  expiration  of  the  term  for  which 
his  predecessor  was  appointed  shall  be  appointed  for  the  remainder  of 
such  teiTTi,  and  (2)  the  tenns  of  office  of  the  commissioners  first  taking 
office  after  the  enactment  of  this  title  shall  expire  as  designated  by  the 
President  at  the  time  of  nomination,  one  at  the  end  of  one  year,  one  at 
the  end  of  two  years,  one  at  the  end  of  three  years,  one  at  the  end  of 
four  years,  and  one  at  the  end  of  five  years,  after  the  date  of  the 
enactment  of  this  title. 

(b)  The  Commission  is  authorized  to  appoint  such  officers,  attor- 
neys, examiners,  and  other  experts  as  mav  be  necessary  for  carrving 
out  its  functions  under  this  chapter,  and  the  Commission  may,  subjex^t 
to  the  civil-service  laws,  appoint  such  other  officei-s  and  employees  as 
are  necessary  in  the  execution  of  its  function^;  and  fix  their  salaries  in 
accordance  with  chapter  51  and  subchapter  III  of  chapter  68  of  Title  5. 

TRANSACTIONS  ON   UNREGISTERED  EXCHANGES 

Sec-.  5.  It  shall  be  unlawful  for  any  broker,  dealer,  or  exchange, 
directly  or  indirectly,  to  make  use  of  the  mails  or  any  means  or  in- 
strumentality of  interstate  commerce  for  the  purpose  of  using  any 
facility  of  an  exchange  within  or  subject  to  the  jurisdiction  of  the 
United  States  to  effect  any  transaction  in  a  security,  or  to  report 
any  such  transaction,  unless  such  exchange  (1)  is  registered  as  a 
national  securities  exchange  under  section  6  of  this  title,  or  (2)  is 
exempted  from  such  registration  upon  application  by  the  exchange 
because,  in  the  opinion  of  the  Commission,  by  reason  of  the  limited 
volume  of  transactions  effected  on  such  exchange,  it  is  not  practi- 
cable and  not  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors  to  require  such  registration. 

NATIONAL   SECURITIES   EXCHANGES 

Sec.  6.  (a)  An  exchange  may  be  registered  as  a  national  securities 
exchange  under  the  terms  and  conditions  hereinafter  provided  in  this 
section  and  in  accordance  with  the  provisions  of  section  19(a)  of  this 
title,  by  filing  with  the  Commission  an  application  for  registration  in 
such  form  as  the  Commission,  by  rule,  may  prescribe  containing  the 
I'ules  of  the  exchange  and  such  other  information  and  documents  as  the 
Commission,  by  rule,  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors. 
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(b)  An  exchange  shall  not  be  registered  as  a  national  securities 
exchange  unless  the  Commission  determines  that — 

(1)  Such  exchange  is  so  organized  and  has  the  capacity  to  be 
able  to  carry  out  the  purposes  of  this  title  and  to  comply,  and 
(subject  to  any  rule  or  order  of  the  Commission  pursuant  to  sec- 
tion lT(d)  or  19(g)  (2)  of  this  title)  to  enforce  compliance  by  its 
members  and  persons  associated  with  its  members,  with  the  pro- 
visions of  this  title,  the  rules  and  regulations  thereunder,  and  the 
rules  of  the  exchange. 

(2)  Subject  to  the  provisions  of  subsection  (c)  of  this  section, 
the  rules  of  the  exchange  provide  that  any  registered  broker  or 
dealer  or  natural  person  associated  with  a  registered  broker  or 
dealer  may  become  a  member  of  such  exchange  and  any  person 
may  become  associated  with  a  member  thereof. 

(3)  The  rules  of  the  exchange  assure  a  fair  representation  of 
its  members  in  the  selection  of  its  directors  and  administration 
of  its  affairs  and  provide  that  one  or  more  directors  shall  be  rep- 
resentative of  issuers  and  investors  and  not  be  associated  with  a 
member  of  the  exchange,  broker,  or  dealer. 

(4)  The  rules  of  the  exchange  provide  for  the  equitable  allo- 
cation of  reasonable  dues,  fees,  and  other  charges  among  its  mem- 
bers and  issuers  and  other  persons  using  its  facilities. 

(5)  The  rules  of  the  exchange  are  designed  to  prevent  fraudu- 
lent and  manipulative  acts  and  practices,  to  promote  just  and 
equitable  principles  of  trade,  to  foster  cooperation  and  coordina- 
tion with  persons  engaged  in  regulating,  clearing,  settling,  proc- 
essing information  with  respect  to,  and  facilitating  transactions 
in  securities,  to  remove  impediments  to  and  perfect  the  mecha- 
nism of  a  free  and  open  market  and  a  national  market  system, 
and,  in  general,  to  protect  investors  and  the  public  interest;  and 
are  not  designed  to  permit  unfair  discrimination  between  cus- 
tomers, issuers,  brokers,  or  dealers,  or  to  regulate  by  virtue  of  any 
authority  conferred  by  this  title  matters  not  related  to  the  pur- 
poses of  this  title  or  the  administration  of  the  exchange. 

(6)  The  rules  of  the  exchange  provide  that  (subject  to  any 
rule  or  order  of  the  Commission  pursuant  to  section  17 (d)  or  19 
(g)  (2)  of  this  title)  its  members  and  persons  associated  with  its 
members  shall  be  appropriately  disciplined  for  violation  of  the 
provisions  of  this  title,  the  rules  or  regulations  thereunder,  or  the 
rules ^  of  the  exchange,  by  expulsion,  suspension,  limitation  of 
activities,  functions,  and  operations,  fine,  censure,  being  suspended 
or  barred  from  being  associated  with  a  member,  or  any  other  fit- 
ting sanction. 

(7)  The  rules  of  the  exchange  are  in  accordance  with  the  pro- 
visions of  subsection  (d)  of  this  section,  and  in  general,  provide  a 
fair  procedure  for  the  disciplining  of  members  and  persons 
associated  with  members,  the  denial  of  membership  to  any  person 
seeking  membership  therein,  the  barring  of  any  person  from 
becoming  associated  with  a  member  thereof,  and  the  prohibition 
or  limitation  by  the  exchange  of  any  person  with  respect  to  access 
to  services  offered  by  the  exchange  or  a  member  thereof. 
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(8)  The  rules  of  the  exchange  do  not  impose  any  burden  on 
competition  not  necessary  or  appropriate  in  furtherance  of  the 
purposes  of  this  title. 
(c)(1)  A  national  securities  exchange  shall  deny  membership  to 
(A)  any  person,  other  than  a  natural  person,  which  is  not  a  registered 
broker  or  dealer  or  (B)  any  natural  person  who  is  not,  or  is  not  asso- 
ciated with,  a  registered  broker  or  dealer. 

(2)  A  national  securities  exchange  may,  and  in  cases  in  which 
the  Commission,  by  order,  directs  as  necessary  or  appropriate  in  the 
public  interCvSt  or  for  the  protection  ^  sliall,  deny  nieniborship  to  any 
registered  broker  or  dealer  or  natural  person  associated  with  a  regis- 
tered broker  or  dealer,  and  bar  from  becoming  associated  with  a  mem- 
ber any  person,  who  is  subject  to  a  statutory  disqualification.  A  national 
securities  exchange  shall  file  notice  with  the  Commission  not  less  than 
thirty  days  prior  to  admitting  any  person  to  membership  or  permitting 
any  person  to  become  associated  with  a  member,  if  the  exchange  knew, 
or  in  the  exercise  of  reasonable  care  should  have  known,  that  such 
pereon  was  subject  to  a  statutory  disqualification.  The  notice  shall  be 
in  such  form  and  contain  such  information  as  the  Commission,  by  rule, 
may  prescribe  as  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors. 

(3)  (A)  A  national  securities  exchange  may  deny  membership 
to,  or  condition  the  membership  of,  a  registered  broker  or  dealer  if  (i) 
such  broker  or  dealer  does  not  meet  such  standards  of  financial  respon- 
sibility or  operational  capability  or  such  broker  or  dealer  or  any  natural 
person  association  -  with  such  broker  or  dealer  does  not  meet  such 
standards  of  training,  experience,  and  competence  as  are  pre.scribed  by 
the  riil(»s  of  the  exoliango  or  (ii)  such  brokiM*  or  dealer  or  person  associ- 
ated with  such  broker  or  dealer  has  engaged  and  there  is  a  reasonable 
likelihood  he  may  again  engage  in  acts  or  practices  inconsistent  with 
just  and  equitable  principles  of  trade.  A  national  securities  exchange 
may  examine  and  verifs'  the  qualifications  of  an  applicant  to  become  a 
member  and  the  natural  persons  associated  with  such  an  applicant  in 
accordance  with  procedures  established  by  the  rules  of  the  exchange. 

(B)  A  national  securities  exchange  may  bar  a  natural  person  from 
becoming  a  member  or  associated  with  a  member,  or  condition  the 
membership  of  a  natural  person  or  association  of  a  natural  person 
with  a  member,  if  such  natural  person  (i)  does  not  meet  such  stand- 
ards of  training,  experience,  and  competence  as  are  prescribed  by  the 
rules  of  the  exchange  or  (ii)  has  engaged  and  there  is  a  reasonable 
likelihood  he  mav  again  engage  in  acts  or  practices  inconsistent  with 
just  and  equitable  principles  of  trade.  A  national  securities  exchange 
may  examine  and  verify  the  qualifications  of  an  applicant  to  become 
a  person  associated  with  a  member  in  accordance  with  procedures 
established  by  the  rules  of  the  exchange  and  require  any  person 
associated  with  a  member,  or  any  class  of  such  persons,  to  be  registered 
with  the  exchange  in  accordance  with  procedures  so  established. 

(C)  A  national  securities  exchange  may  bar  any  person  from 
becoming  associated  with  a  member  if  such  person  does  not  agree  (i) 
to  supply  the  exchange  with  such  information  with  respect  to  its 
relationship  and  dealings  with  the  member  as  may  be  specified  in  the 
rules  of  the  exchange  and  (ii)  to  permit  the  examination  of  its  books 
and  records  to  verify  the  accuracy  of  any  information  so  supplied. 

1  So  in  original.  Probably  should  read  "for  the  protection  of  investors". 

2  So  in  original.  Probably  should  read  "associated". 
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(4)  A  national  securities  exchange  may  (A)  limit  the  number  of 
members  of  the  exchange  and  (B)  the  number  of  members  and  desig- 
nated representatives  of  members  permitted  to  effect  transactions  on 
the  floor  of  the  exchange  without  the  services  of  another  person  act- 
ing as  broker:  Promded^  however^  That  no  national  securities  ex- 
change shall  have  the  authority  to  decrease  the  number  of  member- 
ships in  such  exchange,  or  the  number  of  members  and  designated 
representatives  of  members  permitted  to  effect  transactions  on  the 
floor  of  such  exchange  without  the  services  of  another  person  acting  as 
broker,  below  such  number  in  effect  on  May  1,  1975,  or  the  date  such 
exchange  was  registered  with  the  Commission,  whichever  is  later: 
And  provided  further^  That  the  Commission,  in  accordance  with  the 
provisions  of  section  19  (c)  of  this  title,  may  amend  the  rules  of  any 
national  securities  exchange  to  increase  (but  not  to  decrease)  or  to 
remove  any  limitation  on  the  number  of  memberships  in  such  ex- 
change or  the  number  of  members  or  designated  representatives  of 
members  permitted  to  effect  transactions  on  the  floor  of  the  ex- 
change without  the  services  of  another  person  acting  as  broker,  if  the 
Commission  finds  that  such  limitation  imposes  a  burden  on  compe- 
tition not  necessary  or  appropriate  in  furtherance  of  the  purposes 
of  this  title. 

(d)  (1)  In  any  proceeding  by  a  national  securities  exchange  to 
determine  whether  a  member  or  person  associated  with  a  member 
should  be  disciplined  (other  than  a  summary  proceeding  pursuant  to 
paragraph  (3)  of  this  subsection),  the  exchange  shall  bring  specific 
charges,  notify  such  member  or  person  of,  and  give  him  an  opportu- 
nity to  defend  against,  such  charges,  and  keep  a  record.  A  determina- 
tion by  the  exchange  to  impose  a  disciplinary  sanction  shall  be 
supported  by  a  statement  setting  forth — 

(A)  any  act  or  practice  in  which  such  member  or  person 
associated  with  a  member  has  been  found  to  have  engaged,  or 
which  such  member  or  person  has  been  found  to  have  omitted; 

(B)  the  specific  provision  of  this  title,  the  rules  or  regula- 
tions thereunder,  or  the  rules  of  the  exchange  which  any  such 
act  or  practice,  or  omission  to  act,  is  deemed  to  violate;  and 

(C)  the  sanction  imposed  and  the  reasons  therefor. 

(2)  In  any  proceeding  by  a  national  securities  exchange  to  deter- 
mine whether  a  person  shall  be  denied  membership,  barred  from  be- 
coming associated  with  a  member,  or  prohibited  or  limited  with  respect 
to  access  to  services  offered  by  the  exchange  or  a  member  thereof  (other 
than  a  summary  proceeding  pursuant  to  paragraph  (3)  of  this  subsec- 
tion), the  exchange  shall  notify  such  person  of,  and  give  him  an 
opportunity  to  be  heard  upon,  the  specific  grounds  for  denial,  bar,  or 
prohibition  or  limitation  under  consideration  and  keep  a  record.  A 
determination  by  the  exchange  to  deny  membership,  bar  a  person  from 
becoming  associated  with  a  member,  or  prohibit  or  limit  a  person  with 
respect  to  access  to  services  offered  by  the  exchange  or  a  member  there- 
of shall  be  supported  by  a  statement  setting  forth  the  specific  grounds 
on  which  the  denial,  bar,  or  prohibition  or  limitation  is  based. 

(3)  A  national  securities  exchange  may  summarily  (A)  suspend  a 
member  or  person  associated  with  a  member  who  has  been  and  is 
oxpellod  or  suspended  from  any  self -regulatory  organization  or  barred 
or  suspended  from  being  associated  with  a  member  of  any  self-regula- 
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tory  organization,  (B)  suspend  a  member  who  is  in  such  financial  or 
operating  difficulty  that  the  exchange  determines  and  so  notifies  the 
Commission  that  the  member  cannot  be  permitted  to  continue  to  do 
business  as  a  member  with  safety  to  investors,  creditors,  other  mem- 
bers,  or  the  exchange,  or  (C)  limit  or  prohibit  any  person  with  respect 
to  access  to  services  offered  by  the  exchange  if  subparagraph  (A)  or 
(B)  of  this  paragraph  is  applicable  to  such  person  or,  in  the  case  of  a 
person  who  is  not  a  member,  if  the  exchange  determines  that  such  per- 
son does  not  meet  the  qualification  requirements  or  other  prerequisites 
for  such  access  and  such  person  cannot  be  permitted  to  continue  to 
have  such  access  with  safety  to  investors,  creditors,  members,  or  the 
exchange.  Any  person  aggrieved  by  any  such  summary  action  shall 
be  promptly  afforded  an  opportunity  for  a  hearing  by  the  exchange  in 
accordance  with  the  provisions  of  paragraph  (1)  or  (2)  of  this  sub- 
section. The  Commission,  by  order,  may  stay  any  such  summary  action 
on  its  own  motion  or  upon  application  by  any  person  aggrieved  there- 
by, if  the  Commission  determines  summarily  or  after  notice  and  op- 
portunity for  hearing  (which  hearing  may  consist  solely  of  the  sub- 
mission of  affidavits  or  presentation  of  oral  arguments)  that  such  stay 
is  consistent  with  the  public  interest  and  the  protection  of  investors, 
(e)  (1)  On  and  after  the  date  of  enactment  of  the  Securities  Acts 
Amendments  of  1975,  no  national  securities  exchange  may  impose  any 
schedule  or  fix  rates  of  commissions,  allowances,  discounts,  or  other 
fees  to  be  charged  by  its  members:  Pron^ided,  however.  That  until 
May  1,  1976,  the  preceding  ])rovisions  of  this  paragraph  shall  not 
prohibit  any  such  exchange  from  imposing  or  fixing  any  schedule  of 
commissions,  allowances,  discounts,  or  other  fees  to  be  charged  by  its 
members  for  actinsr  as  broker  on  the  floor  of  the  exchange  or  as  odd-lot 
dealer:  And  prcnnded  further.  That  the  Commission,  in  accordance 
with  the  provisions  of  section  19(b)  of  this  title  as  modified  by  the 
provisions  of  paragraph  (4)  of  this  section,  may — 

(A)  permit  a  national  securities  exchange,  by  rule,  to  impose 
a  reasonable  schedule  or  fix  reasonable  rates  of  commissions,  al- 
lowances, discounts,  or  other  fees  to  be  charged  by  its  members 
for  effecting  transactions  on  such  exchange  prior  to  November  1, 
1976,  if  the  Commission  finds  that  such  schedule  or  fixed  rates  of 
commissions,  allowances,  discounts,  or  other  fees  are  in  the  public 
interest;  and 

(B)  permit  a  national  securities  exchange,  by  rule,  to  impose 
a  schedule  or  fix  rates  of  commissions,  allowances,  discounts,  or 
other  fees  to  be  charged  by  its  members  for  effecting  transactions 
on  such  exchange  after  November  1, 1976,  if  the  Commission  finds 
that  such  schedule  or  fixed  rates  of  commissions,  allowances,  dis- 
counts, or  other  fees  (i)  are  reasonable  in  relation  to  the  costs  of 
pro\'idins:  the  service  for  which  such  fees  are  charsred  (and  the 
Commission  publishes  the  standards  employed  in  adjudging 
reasonableness)  and  (ii)  do  not  impose  any  burden  on  compe- 
tition not  necessaiT  or  appropriate  in  furtherance  of  the  purposes 
of  this  title,  takinsr  into  consideration  the  competitive  effects  of 
permittinf?  such  schedule  or  fixed  rates  weisrhed  against  the  com- 
petitive effects  of  other  lawful  actions  which  the  Commission  is 
authorized  to  take  under  this  title. 

(2)  NotwithstandinPT  the  provisions  of  section  19(c)  of  this  title, 
the  Commission,  by  rule,  may  abrogate  any  exchange  rule  which  im- 
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poses  a  schedule  or  fixes  rates  of  commissions,  allowances,  discounts, 
or  other  fees,  if  the  Commission  determines  that  such  schedule  or  fixed 
rates  are  no  longer  reasonable,  in  the  public  interest,  or  necessary  to 
accomplish  the  purposes  of  this  title. 

(3)  Until  December  31,  1976,  the  Commission,  on  a  regular  basis, 
shall  file  with  the  Speaker  of  the  House  and  the  President  of  the 
Senate  information  concerning  the  effect  on  the  public  interest,  pro- 
tection of  investors,  and  maintenance  of  fair  and  orderly  markets  of 
the  absence  of  any  schedule  or  fixed  rates  of  commissions,  allowances, 
discounts,  or  other  fees  to  be  charged  by  members  of  any  national 
securities  exchange  for  effecting  transactions  on  such  exchange. 

(4)  (A)  Before  approving  or  disapproving  any  proposed  rule 
change  submitted  by  a  national  securities  exchange  w'hich  would  im- 
pose a  schedule  or  fix  rates  of  commissions,  allowance,  discounts,  or 
other  fees  to  be  charged  by  its  members  for  effecting  transactions  on 
such  exchange,  the  Commission  shall  afford  interested  persons  (i)  an 
opportunity  for  oral  presentation  of  data,  views,  and  arguments  and 
(ii)  with  respect  to  any  such  rule  concerning  transactions  effected 
after  November  1,  1976,  if  the  Commission  determines  there  are  dis- 
puted issues  of  material  fact,  to  present  such  rebuttal  submissions  and 
to  conduct  (or  have  conducted  under  subparagraph  (B)  of  this  para- 
graph) such  cross-examination  as  the  Commission  determines  to  be 
appropriate  and  required  for  full  disclosure  and  proper  resolution  of 
such  disputed  issues  of  material  fact. 

(B)  The  Commission  shall  prescribe  rules  and  make  rulings  con- 
cerning any  proceeding  in  accordance  with  subparagraph  (A)  of  this 
paragraph  designed  to  avoid  unnecessary  costs  or  delay.  Such  rules 
or  rulings  may  (i)  impose  reasonable  time  limits  on  each  interested 
person's  oral  presentations,  and  (ii)  require  any  cross-examination  to 
which  a  person  may  be  entitled  under  subparagraph  (A)  of  this  para- 
graph to  be  conducted  by  the  Commission  on  behalf  of  that  person 
in  such  manner  as  the  Commission  determines  to  be  appropriate  and 
required  for  full  disclosure  and  proper  resolution  of  disputed  issues 
of  material  fact. 

(C)  (i)  If  any  class  of  persons,  the  members  of  which  are  entitled 
to  conduct  (or  have  conducted)  cross-examination  under  subpara- 
graphs (A)  and  (B)  of  this  paragraph  and  which  have,  in  the  view 
of  the  Commission,  the  same  or  similar  interests  in  the  proceeding, 
cannot  agree  upon  a  single  representative  of  such  interests  for  pur- 
poses of  cross-examination,  the  Commission  may  make  rules  and  rul- 
ings specifying  the  manner  in  which  such  interests  shall  be  represented 
and  such  cross-examination  conducted. 

(ii)  No  member  of  anv  class  of  persons  with  respect  to  which  the 
Commission  has  specified  the  manner  in  which  its  interests  shall  be 
represented  pursuant  to  clause  (i)  of  this  subparagraph  shall  be 
denied,  pursuant  to  such  clause  (i),  the  opportunity  to  conduct  (or 
have  conducted)  cross-examination  as  to  issues  affecting  his  particu- 
lar interests  if  he  satisfies  the  Commission  that  he  has  made  a  reason- 
able and  good  faith  effort  to  reach  agreement  upon  group  representa- 
tion and  there  are  substantial  and  relevant  issues  which  would  not 
be  presented  adequatelv  bv  group  representation. 

(D)  A  transcript  shall  be  kept  of  any  oral  presentation  and  cross- 
examination. 
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(E)  In  addition  to  the  bases  specified  in  subsection  25(a),  a  review- 
ing Court  may  set  aside  an  order  of  the  Commission  under  section 
19(b)  approving  an  exchange  rule  imposing  a  schedule  or  fixes  ^  ratOvS 
of  commissions,  allowances,  discounts,  or  other  fees,  if  the  Court 
finds — 

(1)  a  Commission  determination  under  paragraph  (4)  (A) 
that  an  interested  person  is  not  entitled  to  conduct  cross-examina- 
tion or  make  rebuttal  submissions,  or 

(2)  a  Commission  rule  or  ruling  under  paragraph  (4)  (B) 
limiting  the  petitioner's  cross-examination  or  rebuttal  sub- 
missions, 

has  precluded  full  disclosure  and  proper  resolution  of  disputed  issues 
of  material  fact  which  were  necessary  for  fair  determination  by  the 
Commission. 

(f)  The  Commission,  by  rule  or  order,  as  it  deems  necessary  or 
appropriate  in  the  public  interest  and  for  the  protection  of  investors, 
to  maintain  fair  and  orderly  markets,  or  to  assure  equal  regulation, 
may  require — 

(1)  any  person  not  a  member  or  a  designated  representative 
of  a  member  of  a  national  securities  exchange  effecting  trans- 
actions on  such  exchange  without  the  services  of  another  person 
acting  as  a  broker,  or 

(2)  any  broker  or  dealer  not  a  member  of  a  national  securities 
exchange  effecting  transactions  on  such  exchange  on  a  regular 
basis, 

to  comply  with  such  rules  of  such  exchange  as  the  Commission  may 
specify. 

MARGIN   REQUIREMENTS 

Sec.  7.  (a)  For  the  purpose  of  preventing  the  excessive  use  of  credit 
for  the  purchase  or  carrying  of  securities,  the  Board  of  Governors  of 
the  Federal  Reserve  System  shall,  prior  to  the  effective  date  of  this 
section  and  from  time  to  time  thereafter,  prescribe  rules  and  regula- 
tions with  respect  to  the  amount  of  credit  that  may  be  initially  ex- 
tended and  subsequently  maintained  on  any  security  (other  than  an 
exempted  security).  For  the  initial  extension  of  credit,  such  rules  and 
regulations  shall  be  based  upon  the  following  standard :  An  amount 
not  greater  than  wliicliever  is  the  higher  of — 

(1)  55  per  centum  of  the  current  market  price  of  the  security,  or 

(2)  100  per  centum  of  the  lowest  market  price  of  the  security 
during  the  preceding  thirty-six  calendar  months,  but  not  more 
than  75  per  centum  of  the  current  market  price. 

Such  rules  and  regulations  may  make  appropriate  provision  with 
respect  to  the  carrying  of  undermargined  accounts  for  limited  periods 
and  under  specified  conditions ;  the  withdrawal  of  funds  or  securities : 
the  substitution  or  additional  purchases  of  securities;  the  transfer  of 
accounts  from  one  lender  to  another ;  special  or  different  margin  re- 
quirements for  delayed  deliveries,  short  sales,  arbitrage  transactions, 
and  securities  to  which  paragraph  (2)  of  this  subsection  does  not 
apply ;  the  bases  and  the  methods  to  be  used  in  calculating  loans,  and 
margins  and  market  prices;  and  similar  administrative  adjustments 
and  details.  For  the  purposes  of  paragraph  (2)  of  this  subsection, 
until  July  1,  1036,  the  lowest  price  at  which  a  security  has  sold  on  or 
after  July  1, 1933.  shall  be  considered  as  the  lowest  price  at  which  such 
security  has  sold  during  the  preceding  thirty-six  calendar  months. 

1  So  in  original.  Probably  should  read  "fixed". 
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(b)  Notwithstanding  the  provisions  of  subsection  (a)  of  this  sec- 
ion,  the  Board  of  Governors  of  the  Federal  Reserve  System,  may, 
rom  time  to  time,  with  respect  to  all  or  specified  securities  or  trans- 
ictions,  or  classes  of  securities,  or  classes  of  transactions,  by  such  rules 
md  regrilations  (1)  prescribe  such  lower  margin  requirements  for  the 
nitial  extension  or  maintenance  of  credit  as  it  deems  necessary  or 
ippropriate  for  the  accommodation  of  commerce  and  industry,  having 
iue  regard  to  the  general  credit  situation  of  the  country,  and  (2)  pre- 
icribe  such  higher  margin  requirements  for  the  initial  extension  or 
naintenance  of  credit  as  it  may  deem  necessary  or  appropriate  to  pre- 
sent the  excessive  use  of  credit  to  finance  transactions  in  securities. 

(c)  It  shall  be  unlawful  for  any  member  of  a  national  securities 
xchange  or  any  broker  or  dealer,  directly  or  indirectly,  to  extend  or 
naintain  credit  or  arrange  for  the  extension  or  maintenance  of  credit 
o  or  for  any  customer — 

(1)  on  any  security  (other  than  an  exempted  security),  in 
contravention  of  the  rules  and  regulations  which  the  Board  of 
Governors  of  the  Federal  Reserve  System  shall  prescribe  under 
subsections  (a)  and  (b)  of  this  section ; 

(2)  without  collateral  or  on  any  collateral  other  than  secu- 
rities, except  in  accordance  with  such  rules  and  regulations  as  the 
Board  of  Governors  of  the  Federal  Reserve  System  may  prescribe 
(A)  to  permit  under  specified  conditions  and  for  a  limited  period 
any  such  member,  broker,  or  dealer  to  maintain  a  credit  initially 
extended  in  conformity  with  the  rules  and  regulations  of  the 
Board  of  Governors  of  the  Federal  Reserve  System,  and  (B)  to 
permit  the  extension  or  maintenance  of  credit  in  cases  where  the 
extension  or  maintenance  of  credit  is  not  for  the  purpose  of  pur- 
chasing or  carrying  securities  or  of  evading  or  circumventing  the 
Drovisions  of  paragraph  (1)  of  this  subsection. 

(d)  It  shall  be  unlawful  for  any  person  not  subject  to  subsection 
c)  of  this  section  to  extend  or  maintain  credit  or  to  arrans^e  for  the 

extension  or  maintenance  of  credit  for  the  purpose  of  purchasing  or 
2arryin.q:  any  security,  in  contravention  of  puch  rules  and  regulations 
IS  the  Federal  Reserve  Svstem  shall  prescribe  to  prevent  the  exceasive 
ise  of  credit  for  the  purchasinqr  or  carrvinor  of  or  tradinof  in  securities 
in  circumvention  of  the  other  provisions  of  this  section.  Such  rules  and 
regulations  may  impose  upon  all  loans  made  for  the  purpose  of  pur- 
chasing or  carrying  securities  limitations  similar  to  those  imposed 
upon  members,  brokers,  or  dealers  bv  subsection  (c)  of  this  section  and 
the  rules  and  regulations  thereunder.  This  subsection  and  the  rules 
and  regulations  thereunder  shall  not  apply  (A)  to  a  loan  made  by  a 
person  not  in  the  ordinary  course  of  his  business,  (B)  to  a  loan  on  an 
exempted  security,  (C)  to  a  loan  to  a  dealer  to  aid  in  the  financing  of 
the  distribution  of  securities  to  customers  not  through  the  medium 
of  a  national  securities  exchange,  CD)  to  a  loan  by  a  bank  on  a  security 
other  than  an  eouity  security,  or  (E)  to  such  other  loans  as  the  Board 
of  Governors  of  the  Federal  Reserve  System  shall,  bv  such  rules  and 
regulations  as  it  may  deem  necessary  or  appropriate  in  the  public  in- 
terest or  for  the  protection  of  investors,  exempt,  either  unconditionally 
or  upon  specified  terms  and  conditions  or  for  stated  periods,  from  the 
operation  of  this  subsection  and  the  rules  and  regulations  thereunder. 

(e)  The  provisions  of  this  section  or  the  rules  and  regulations 
thereunder  shall  not  apply  on  or  before  July  1,  1937,  to  any  loan  or 


52 

extension  of  credit  made  prior  to  the  enactment  of  this  title  or  to^ 
the  maintenance,  renewal,  or  extension  of  any  such  loan  or  credit, 
except  to  the  extent  that  the  Board  of  Governors  of  the  Federal  Re- 
serve System  may  by  rules  and  refi:ulations  prescribe  as  necessary  to 
prevent  the  circumvention  of  the  provisions  of  this  section  or  the 
rules  and  reflations  thereunder  by  means  of  withdrawals  of  funds  or 
securities,  substitutions  of  securities,  or  additional  purchases  or  by.any 
other  device. 

(f)  (1)  It  is  unlawful  for  any  United  States  person,  or  any  forei^ 
person  controlled  by  a  United  States  person  or  acting:  on  behalf 
of  or  in  conjunction  with  such  person,  to  obtain,  receive,  or  enjoy 
the  beneficial  use  of  a  loan  or  other  extension  of  credit  from  any  lender 
(without  regard  to  whether  the  lender's  office  or  place  of  business  is 
in  a  State  or  the  transaction  occurred  in  whole  or  in  part  within  a 
State)  for  the  purpose  of  (A)  purrhasino:  or  carryinir  United  States 
securities,  or  (B)  purchasing  or  carrying  within  the  United  States  of 
any  other  securities,  if,  under  this  section  or  rules  and  regulations  pre- 
scribed thereunder,  the  loan  or  other  credit  transaction  is  prohibited 
or  would  be  prohibited  if  it  had  been  made  or  the  transaction  had 
otherwise  occurred  in  a  lender's  office  or  other  place  of  business  in  a 
State. 

(2)  For  the  purposes  of  this  subsection — 

(A)  The  term  "United  States  person"  includes  a  person  which 
is  organized  or  exists  under  the  laws  of  any  State  or,  in  the  case 
of  a  natural  person,  a  citizen  or  resident  of  tlie  Ignited  States; 
a  domestic  estate;  or  a  trust  in  which  one  or  more  of  the  fore- 
going persons  has  a  cumulative  direct  or  indirect  beneficial  inter- 
est in  excess  of  50  per  centum  of  the  value  of  the  trust. 

(B)  The  term  "United  States  security"  means  a  security  (otlier 
than  an  exempted  security)  issued  by  a  person  incorporated 
undar  the  laws  of  any  State,  or  whose  principal  place  of  business 
is  within  a  State. 

(C)  The  term  "foreign  person  controlled  bv  a  TTnited  States 
person"  includes  any  noncorporate  entity  in  which  United  States 
persons  directly  or  indirectly  have  more  than  a  50  per  centum 
beneficial  interest,  and  any  corporation  in  which  one  or  more 
United  States  persons,  directly  or  indirectly,  own  stock  possessing 
more  than  50  per  centum  of  the  total  combined  votinc:  power  of 
all  classes  of  stock  entitled  to  vote,  or  more  than  50  per  centum 
of  the  total  value  of  shares  of  all  classes  of  stock. 

(3)  The  Board  of  Governors  of  the  Federal  Reserve  Svstem  may, 
in  its  discretion  and  with  due  regard  for  the  purposes  of  this  section, 
by  rule  or  regulation  exempt  anv  class  of  United  States  persons  or 
foreign  persons  controlled  by  a  United  States  person  from  the  appli- 
cation of  this  subsection. 

RESTRICTIONS   ON   BORROWING   BY   MEiMBERS,   BROKERS,   AND   DEALERS 

Sec.  8.  It  shall  be  unlawful  for  any  registered  broker  or  dealer, 
member  of  a  national  securities  exchange,  or  broker  or  dealer  who 
transacts  a  business  in  securities  through  the  medium  of  any  mem 
ber  of  a  national  securities  exchange,  directly  or  indirectly — 

(a)  To  borrow  in  the  ordinary  course  of  business  as  a  broker  or 
dealer  on  any  security  (other  than  an  exempted  security)  registered 
on  a  national  securities  exchange  except  (1)  from  or  through  a  mem- 
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ber  bank  of  the  Board  of  Governors  of  the  Federal  Reserve  System, 

(2)  from  any  nonmember  bank  which  shall  have  filed  with  the  Federal 

Reserve  Board  an  agreement,  which  is  still  in  force  and  which  is  in  the 

form  prescribed  by  the  Board,  undertaking  to  comply  with  all  pro- 

?  visions  of  this  Act,  the  Federal  Reserve  Act,  as  amended,  and  the 

Banking  Act  of  1933,  which  are  applicable  to  member  banks  and  which 

relate  to  the  use  of  credit  to  finance  transactions  in  securities,  and  with 

such  rules  and  regulations  as  may  be  prescribed  pursuant  to  such 

provisions  of  law  or  for  the  purpose  of  preventing  evasions  thereof, 

or  (3)  in  accordance  with  such  rules  and  regulations  as  the  Board  of 

Governors  of  the  Federal  Reserve  System  may  prescribe  to  permit 

oans  between  such  members  and/or  brokers  and/or  dealers,  or  to 

permit  loans  to  meet  emergency  needs.  Any  such  agreement  filed  with 

the  Board  of  Governors  of  the  Federal  Reserve  System  shall  be 

subject  to  termination  at  any  time  by  order  of  the  Board,  after  ap- 

ropriate  notice  and  opportunity  for  hearing,  because  of  any  failure 

y  such  bank  to  comply  with  the  provisions  thereof  or  with  such  pro- 

Ivisions  of  law  or  rules  or  regulations ;  and,  for  any  willful  violation 

'^  [)f  such  agreement,  such  bank  shall  be  subject  to  the  penalties  pro- 

*  vided  for  violations  of  rules  and  regulations  prescribed  under  this 

^'  title.  The  provisions  of  sections  21  and  25  of  this  title  shall  apply  in 

the  case  of  any  such  proceeding  or  order  of  the  Board  of  Governors 

of  the  Federal  Reserve  System  in  the  same  manner  as  such  provisions 

apply  in  the  case  of  proceedings  and  orders  of  the  Commission. 

(b)  In  contravention  of  such  rules  and  regulations  as  the  Commis- 
sion shall  prescribe  for  the  protection  of  investors  to  hypothecate 
or  arrange  for  the  hypothecation  of  any  securities  carried  for  the 
account  of  any  customer  under  circumstances  (1)  that  will  permit 
the  commingling  of  his  securities  without  his  written  consent  with 
the  securities  of  any  other  customer,  (2)  that  will  permit  such  securi- 
iies  to  be  commingled  with  the  securities  of  any  person  other  than  a 
x)na  fide  customer,  or  (3)  that  will  permit  such  securities  to  be 
hypothecated,  or  subjected  to  any  lien  or  claim  of  the  pledgee,  for  a 
sum  in  excess  of  the  aggregate  indebtedness  of  such  customers  in 
respect  of  such  securities. 

(c)  To  lend  or  arrange  for  the  lending  of  any  securities  carried  for 
the  account  of  any  customer  without  the  written  consent  of  such  cus- 
tomer or  in  contravention  of  such  rules  and  regulations  as  the  Com- 
mission shall  prescribe  for  the  protection  of  investors. 

PROHIBrnON  AGAINST   MANIPULATION   OF  SECURITY  PRICES 

Sec.  9.  (a)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly, 
by  the  use  of  the  mails  or  any  means  or  instrumentality  of  interstate 
commerce,  or  of  any  facility  of  any  national  securities  exchange,  or  for 
any  member  of  a  national  securities  exchange — 

( 1 )  For  the  purpose  of  creating  a  false  or  misleading  appearance  of 
active  trading  in  any  security  registered  on  a  national  securities  ex- 
change, or  a  false  or  misleading  appearance  with  respect  to  the  market 
for  any  such  security,  (A)  to  effect  any  transaction  in  such  security 
which  involves  no  change  in  the  beneficial  ownership  thereof,  or  (B)  to 
enter  an  order  or  orders  for  the  purchase  of  such  security  with  the 
knowledge  that  an  order  or  orders  of  substantially  the  same  size,  at 
substantially  the  same  time,  and  at  substantially  the  same  price,  for  the 
^  sale  of  any  such  security,  has  been  or  will  be  entered  by  or  for  the  same 
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or  different  parties,  or  (C)  to  enter  any  order  or  orders  for  the  sale  of 
any  such  security  with  the  knowledge  that  an  order  or  orders  of  sub- 
stantially the  same  size,  at  substantially  the  same  time,  and  at  substan- 
tially the  same  price,  for  the  purchase  of  such  security,  has  been  or  will  i 
be  entered  by  or  for  the  same  or  different  parties. 

(2)  To  effect,  alone  or  with  one  or  more  other  persons,  a  series  of 
transactions  in  any  security  registered  on  a  national  securities  ex- 
change creating  actual  or  apparent  active  trading  in  such  security  or 
raising  or  depressing  the  price  of  such  security,  for  the  purpose  of 
inducing  the  purchase  or  sale  of  such  security  by  others. 

(3)  If  a  dealer  or  broker,  or  other  person  selling  or  offering  for  sale 
or  purchasing  or  offering  to  purchase  the  security,  to  induce  the  pur- 
chase or  sale  of  any  security  registered  on  a  national  securities  ex- 
change by  the  circulation  or  dissemination  in  the  ordinary  course  of 
business  of  information  to  the  effect  that  the  price  of  any  such  security 
will  or  is  likely  to  rise  or  fall  because  of  market  operations  of  any  one 
or  more  persons  conducted  for  the  purpose  of  raising  or  depressing  the 
prices  of  such  security. 

(4)  If  a  dealer  or  broker,  or  other  person  selling  or  offering  for  sale 
or  purchasing  or  offering  to  purchase  the  security,  to  make,  regarding 
any  security  registered  on  a  national  securities  exchange,  for  the  pur- 
pose of  inducing  the  purchase  or  sale  of  such  security,  any  statement 
which  was  at  the  time  and  in  the  light  of  the  circumstances  under 
which  it  was  made,  false  or  misleading  with  respect  to  any  material 
fact,  and  which  he  knew  or  had  reasonable  ground  to  Mieve  was  so 
false  or  misleading. 

(5)  For  a  consideration,  received  directly  or  indirectly  from  a  dealer 
or  broker,  or  other  person  selling  or  offering  for  sale  or  purchasing  or 
offering  to  purchase  the  security,  to  induce  the  purchase  or  sale  of  any 
security  registered  on  a  national  securities  exchange  by  the  circulation 
or  dissemination  of  information  to  the  effect  that  the  price  of  any  such 
security  will  or  is  likely  to  rise  or  fall  because  of  the  market  operations 
of  any  one  or  more  persons  conducted  for  the  purpose  of  raising  or 
depressing  the  price  of  such  security. 

(6)  To  effect  either  alone  or  with  one  or  more  other  persons  any 
series  of  transactions  for  the  purchase  and/or  sale  of  any  security  reg- 
istered on  a  national  securities  exchange  for  the  purpose  of  pegging, 
fixing,  or  stabilizing  the  price  of  such  security  in  contravention  of  such 
rules  and  regulations  as  the  Commission  may  prescribe  as  necessary  oi 
appropriate  in  the  public  interest  or  for  the  protection  of  investors. 

(b)  It  shall  be  unlawful  for  any  person  to  effect,  by  use  of  any 
facility  of  a  national  securities  exchange,  in  contravention  of  such 
rules  and  regulations  as  the  Commission  may  prescribe  as  necessary 
or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors — 

(1)  any  transaction  in  connection  with  any  security  whereby  any 
party  to  such  transaction  acquires  any  put,  call,  straddle,  or  other 
option  or  privilege  of  buying  the  security  from  or  selling  the  secur- 
ity to  another  without  being  bound  to  do  so ;  or 

(2)  any  transaction  in  connection  with  any  security  with  relation 
to  which  he  has,  directly  or  indirectly,  any  interest  in  any  such  put, 
call,  straddle,  option,  or  privilege ;  or 

(3)  any  transaction  in  any  security  for  the  account  of  any  person 
who  he  has  reason  to  believe  has,  and  who  actually  has,  directly  or 
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f  indirectly,  any  interest  in  any  such  put,  call,  straddle,  option,  or 
•  privilege  with  relation  to  such  security. 

(c)  It  shall  be  unlawful  for  any  member  of  a  national  securities 
!  exchange  directly  or  indirectly  to  endorse  or  guarantee  the  perform- 
ance of  any  put,  call,  straddle,  option,  or  privilege  in  relation  to  any 

1  security  registered  on  a  national  securities  exchange,  in  contravention 
of  such  rules  and  regulations  as  the  Commission  may  prescribe  as 
:  necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
!  of  investors. 

(d)  The  terms  "put",  "call",  "straddle",  "option",  or  "priv- 
ilege" as  used  in  this  section  shall  not  include  any  registered  war- 
rant, right,  or  convertible  security. 

(e)  Any  person  who  willfully  participates  in  any  act  or  transac- 
tion in  violation  of  subsection  (a),  (b),  or  (c)  of  this  section,  shall 
be  liable  to  any  person  who  shall  purchase  or  sell  any  security  at  a 
price  which  was  affected  by  such  act  or  transaction,  and  the  person 
so  injured  may  sue  in  law  or  in  equity  in  any  court  of  competent 
jurisdiction  to  recover  the  damages  sustained  as  a  result  of  any  such 
act  or  transaction.  In  any  such  suit  the  court  may,  in  its  discretion, 
require  an  undertaking  for  the  payment  of  the  costs  of  such  suit, 
and  assess  reasonable  costs,  including  reasonable  attorneys'  fees, 
against  either  party  litigant.  Every  person  who  becomes  liable  to 
make  any  payment  under  this  subsection  may  recover  contribution 
as  in  cases  of  contract  from  any  person  who,  if  joined  in  the  original 
suit,  would  have  been  liable  to  make  the  same  payment.  No  action 
shall  be  maintained  to  enforce  any  liability  created  under  this  section, 
unless  brought  within  one  year  after  the  discovery  of  the  facts  con- 
stituting: the  violation  and  within  three  years  after  such  violation. 

(f)  The  provisions  of  this  section  shall  not  apply  to  an  exempted 
security. 

REGULATION  OF  THE  USE  OF  MANIPULATI\TE  AND  DECEPTIVE  DEVICES 

Sec.  10.  It  shall  be  unlawful  for  any  person,  directly  or  indirectly, 
by  the  use  of  any  means  or  instrumentality  of  interstate  commerce  or 
of  the  mails,  or  of  any  facility  of  any  national  securities  exchange — 

(a)  To  effect  a  short  sale,  or  to  use  or  employ  any  stop-loss  order 
in  connection  with  the  purchase  or  sale,  of  any  security  registered  on 
a  national  securities  exchange,  in  contravention  of  such  rules  and 
reijulations  as  the  Commission  may  prescribe  as  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors. 

(b)  To  use  or  employ,  in  connection  with  the  purcliase  or  sale  of 
any  security  registered  on  a  national  securities  exchange  or  any 
security  not  so  registered,  any  manipulative  or  deceptive  device  or 
contrivance  in  contravention  of  such  rules  and  regulations  as  the 
Commission  may  prescribe  as  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors. 

TRADING    BY    MEMBERS    OF   EXCHANGES,   BROKERS,    AND   DEALERS 

Sec.  11.  (a)  (1)  It  shall  be  unlawful  for  any  member  of  a  na- 
tional securities  exchange  to  effect  any  transaction  on  such  exchange 
for  its  own  account,  the  account  of  an  associated  person,  or  an  account 
with  respect  to  which  it  or  an  associated  person  thereof  exercises  in- 
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vestment  discretion:  Provided,  however,  That  this  paragraph  sha 
not  make  unlawful — 

(A)  any  transaction  by  a  dealer  acting  in  the  capacity  o 
market  maker ; 

(B)  any  transaction  for  the  account  of  an  odd-lot  dealer  i 
a  security  in  which  he  is  so  registered ; 

(C)  any  stabilizing  transaction  effected  in  compliance  wit 
rules  under  section  10(b)  of  this  title  to  facilitate  a  distributioi 
of  a  security  in  which  the  member  effecting  such  transaction  i 
participating ; 

(D)  any  bona  fide  arbitrage  transaction,  any  bona  fide  liedg 
transaction  involving  a  long  or  short  position  in  an  equity  secu 
rity  and  a  long  or  short  position  in  a  security  entitling  the  holde: 
to  acquire  or  sell  such  equity  security,  or  any  risk  arbitrage  trans 
action  in  connection  with  a  merger,  acquisition,  tender  offer,  oi 
similar  transaction  involving  a  recapitalization ; 

(E)  any  transaction  for  the  account  of  a  natural  person,  the 
estate  of  a  natural  person,  or  a  trust  (otlier  than  an  investment 
company)  created  by  a  natural  person  for  himself  or  anothei 
natural  person; 

(F)  any  transaction  to  offset  a  transaction  made  in  error; 

(G)  any  other  transaction  for  a  member's  own  account  pro- 
vided that  (i)  sucli  member  is  primarily  engaged  in  the  business 
of  underwriting  and  distributing  securities  issued  by  other  per- 
sons, selling  securities  to  customers,  and  acting  as  broker,  or  any 
one  or  more  of  such  activities,  and  whose  gross  income  normally 
is  derived  principally  from  such  business  and  related  activities 
and  (ii)  such  transaction  is  effected  in  compliance  with  rules  of 
the  Commission  which,  as  a  minimum,  assure  that  the  transaction 
is  not  inconsistent  with  the  maintenance  of  fair  and  orderly 
markets  and  yields  priority,  parity,  and  precedence  in  execution 
to  orders  for  the  account  of  persons  who  are  not  members  or  asso- 
ciated with  members  of  the  exchange ;  and 

(H)  any  other  transaction  of  a  kind  which  the  Commission, 
by  rule,  determines  is  consistent  with  the  purposes  of  this  para- 
graph, the  protection  of  investors,  and  the  maintenance  of  fair 
and  orderly  markets. 
(2)  The  Commission,  by  rule,  as  it  deems  necessary  or  appropriate 
in  the  public  interest  and  for  the  protection  of  investors,  to  maintain 
fair  and  orderly  markets,  or  to  assure  equal  regulation  of  exchange 
markets  and  markets  occurring  otherwise  than  on  an  exchange,  may 
regulate  or  prohibit : 

(A)  transactions  on  a  national  securities  exchange  not  unlaw- 
ful under  paragraph  (1)  of  this  subsection  effected  by  any  mem- 
ber thereof  for  its  own  account  (unless  such  member  is  acting  in 
the  capacity  of  market  maker  or  odd-lot  dealer),  the  account  of 
an  associated  person,  or  an  account  with  respect  to  which  such 
member  or  an  associated  person  thereof  exercises  investment  dis- 
cretion ; 

(B)  transactions  otherwise  than  on  a  national  securities  ex- 
change effected  by  use  of  the  mails  or  any  means  or  instrumental- 
ity of  interstate  commerce  by  any  member  of  a  national  securities 
exchange,  broker,  or  dealer  for  the  account  of  such  member, 
broker,  or  dealer  (unless  such  member,  broker,  or  dealer  is  acting 
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in  the  capacity  of  a  market  maker)  the  account  of  an  associated 
person,  or  an  account  with  respect  to  which  such  meniber,  broker, 
or  dealer  or  associated  person  thereof  exercises  investment  discre- 
tion; and 

(C)  transactions  on  a  national  securities  exchange  effected  by 
any  broker  or  dealer  not  a  member  thereof  for  the  account  of 
such  broker  or  dealer  (unless  such  broker  or  dealer  is  acting  in 
the  capacity  of  market  maker) ,  the  account  of  an  associated  per- 
son, or  an  account  with  respect  to  which  such  broker  or  dealer  or 
associated  person  thereof  exercises  investment  discretion. 
(3)  The  provisions  of  paragraph  (1)  of  this  subsection  insofar  as 
f:hey  apply  to  transactions  on  a  national  securities  exchange  effected 
by  a  member  thereof  who  was  a  member  on  May  1,  1975  shall  not 
Decome  effective  until  May  1,  1978.  Nothing  in  this  paragTaph  shall 
be  construed  to  impair  or  limit  the  authority  of  the  Commission  to 
"^regulate  or  prohibit  such  transactions  prior  to  May  1,  1978,  pursuant 

:o  paragraph  (2)  of  this  subsection. 
^^'  (b)  When  not  in  contravention  of  such  rules  and  regulations  as 
:he  Commission  may  prescribe  as  necessary  or  appropriate  in  the  pub- 
lic interest  and  for  the  protection  of  investors,  to  maintain  fair  and 
orderly  markets,  or  to  remove  impediments  to  and  perfect  the  mech- 
anism of  a  national  market  system,  the  rules  of  a  national  securities 
exchange  may  permit  (1)  a  member  to  be  registered  as  an  odd-lot 
dealer  and  as  such  to  buy  and  sell  for  his  own  account  so  far  as  may 
be  reasonably  necessary  to  carry  on  such  odd-lot  transactions,  and 
(2)  a  member  to  be  registered  as  a  specialist.  Under  the  rules  and 
regulations  of  the  Commission  a  specialist  may  be  permitted  to  act  as 
a  broker  and  dealer  or  limited  to  acting  as  a  broker  or  dealer.  It  shall 
be  unlawful  for  a  specialist  or  an  official  of  the  exchange  to  disclose 
information  in  regard  to  orders  placed  with  such  specialist  which  is 
not  available  to  all  members  of  the  exchange,  to  any  person  other  than 
an  official  of  the  exchange,  a  representative  of  the  Commission,  or  a 
specialist  who  may  be  acting  for  such  specialist :  Provided,  however^ 
That  the  Commission,  by  rule,  may  require  disclosure  to  all  members 
of  the  exchange  of  all  orders  placed  with  specialists,  under  such  rules 
and  regulations  as  the  Commission  may  prescribe  as  necessary  or  ap- 
propriate in  the  public  interest  or  for  the  protection  of  investors. 
It  shall  also  be  unlawful  for  a  specialist  permitted  to  act  as  a  broker 
and  dealer  to  effect  on  the  exchange  as  broker  any  transaction  except 
upon  a  market  or  limited  price  order. 

(c)  If  because  of  the  limited  volume  of  transactions  effected  on  an 
exchange,  it  is  in  the  opinion  of  the  Commission  impracticable  and 
not  necessary  or  appropriate  in  the  public  interest  or  for  the  protec- 
tion of  investors  to  apply  any  of  the  foregoing  provisions  of  this 
section  or  the  rules  and  regulations  thereunder,  the  Commission  shall 
have  power,  upon  application  of  the  exchange  and  on  a  showing  that 
the  rules  of  such  exchange  are  otherwise  adequate  for  the  protection 
of  investors,  to  exempt  such  exchange  and  its  members  from  any  such 
provision  or  rules  and  regulations. 

(d)  It  shall  be  unlawful  for  a  member  of  a  national  securities 
exchange  who  is  both  a  dealer  and  a  broker,  or  for  any  person  who 
both  as  a  broker  and  a  dealer  transacts  a  business  in  securities 
through  the  medium  of  a  member  or  otherwise,  to  effect  through  the 


58 

use  of  any  facility  of  a  national  securities  exchange  or  of  the  mail.^ 
or  of  any  means  or  instrumentality  of  interstate  commerce,  or  other- 
wise in  the  case  of  a  member,  (1)  any  transaction  in  connection  with 
which,  directly  or  indirectly,  he  extends  or  maintains  or  arranges 
for  the  extension  or  maintenance  of  credit  to  or  for  a  customer  on 
any  security  (other  than  an  exempted  security)  which  was  a  part  of 
a  new  issue  in  the  distribution  of  which  he  participated  as  a  member 
of  a  selling  syndicate  or  group  within  thirty  days  prior  to  such  trans- 
action :  Provided^  That  credit  shall  not  be  deemed  extended  by  reason 
of  a  bona  fide  delayed  delivery  of  any  such  security  against  full 
payment  of  the  entire  purchase  price  thereof  upon  such  delivery 
within  thirty-five  days  after  such  purchase,  or  (2)  any  transaction 
with  respect  to  any  security  (other  than  an  exempted  security)  unless, 
if  the  transaction  is  with  a  customer,  he  discloses  to  such  customer  in 
writing  at  or  before  the  completion  of  the  transaction  whether  he  is 
acting  as  a  dealer  for  his  own  account,  as  a  broker  for  sucli  customer, 
or  as  a  broker  for  some  other  person. 

NATIONAL    MARKET    SYSTEM    TOR    SECURITIES;    SECURITIES    INFORMATION 

PROCESSORS 

Sec.  11  a.  (a)(1)  The  Congress  finds  that — 

(A)  The  securities  markets  are  an  important  national  asset 
which  must  be  preserved  and  strengthened. 

(B)  New  data  processing  and  communications  techniques 
create  the  opportunity  for  more  efficient  and  effective  market 
operations. 

(C)  It  is  in  the  public  interest  and  appropriate  for  the  protec- 
tion of  investors  and  the  maintenance  of  fair  and  orderly  markets 
to  assure — 

(i)  economically  efficient  execution  of  securities  transac- 
tions ; 

(ii)  fair  competition  among  brokers  and  dealers,  among 
exchange  markets,  and  between  exchange  markets  and  mar- 
kets other  than  exchange  markets ; 

(iii)  the  availability  to  brokers,  dealers,  and  investors  of 
information  with  respect  to  quotations  for  and  transactions  in 
securities ; 

(iv)  the  practicability  of  brokers  executing  investors' 
orders  in  the  best  market ;  and 

(v)  an  opportunity,  consistent  with  the  provisions  of 
clauses  (i)  and  (iv)  of  this  subparagraph,  for  investors' 
orders  to  be  executed  without  the  participation  of  a  dealer. 

(D)  The  linking  of  all  markets  for  qualified  securities  through 
communication  and  data  processing  facilities  will  foster  efficiency, 
enhance  competition,  increase  the  information  available  to  brokers, 
dealers,  and  investors,  facilitate  the  offsetting  of  investors'  orders, 
and  contribute  to  best  execution  of  such  orders. 

(2)  The  Commission  is  directed,  therefore,  having  due  regard  for 
the  public  interest,  the  protection  of  investors,  and  the  maintenance 
of  fair  and  orderly  markets,  to  use  its  authority  under  this  title  to 
facilitate  the  establishment  of  a  national  market  system  for  securities 
(which  mav  include  subsystems  for  particular  types  of  securities  with 
unique  trading  characteristics)  in  accordance  with  the  findings  and  to 
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!  carry  out  the  objectives  set  forth  in  paragraph  (1)  of  this  subsection. 
The  Commission,  by  rule,  shall  designate  the  securities  or  classes  of 
securities  qualified  for  trading  in  the  national  market  system  from 
among  securities  other  than  exempted  securities.  ( Securities  or  classes 
of  securities  so  designated  hereinafter  in  this  section  referred  to  as 
"qualified  securities".) 

(3)  The  Commission  is  authorized  in  furtherance  of  the  directive 
in  paragraph  (2)  of  this  subsection — 

(A)  to  create  one  or  more  advisory  committees  pursuant  to 
the  Federal  Advisory  Committee  Act  (which  shall  be  in  addi- 
tion to  the  National  Market  Advisory  Board  established  pursuant 
to  subsection  (d)  of  this  section)  and  to  employ  one  or  more  out- 
side experts ; 

(B)  by  rule  or  order,  to  authorize  or  require  self -regulatory 
organizations  to  act  jointly  with  respect  to  matters  as  to  which 
they  share  authority  under  this  title  in  planning,  developing, 
operating,  or  regulating  a  national  market  system  (or  a  sub- 
system thereof)  or  one  or  more  facilities  thereof;  and 

(C)  to  conduct  studies  and  make  recommendations  to  the 
Congress  from  time  to  time  as  to  the  possible  need  for  modifica- 
tions of  the  scheme  of  self-regulation  provided  for  in  this  title 
so  as  to  adapt  it  to  a  national  market  system. 

(b)  (1)  Except  as  otherwise  provided  in  this  section,  it  shall  be 
unlawful  for  any  securities  information  processor  unless  registered 
in  accordance  with  this  subsection,  directly  or  indirectly,  to  make  use 
of  the  mails  or  any  means  or  instrumentality  of  interstate  commerce 
to  perform  the  functions  of  a  securities  information  processor.  The 
Commission,  by  rule  or  order,  upon  its  own  motion  or  upon  application, 
may  conditionally  or  unconditionally  exempt  any  securities  informa- 
tion processor  or  class  of  securities  information  processors  or  security 
or  class  of  securities  from  any  provision  of  this  section  or  the  rules  or 
regulations  thereunder,  if  the  Commission  finds  that  such  exemption 
is  consistent  with  the  public  interest,  the  protection  of  investors,  and 
the  purposes  of  this  section,  including  the  maintenance  of  fair  and 
orderly  markets  in  securities  and  the  removal  of  impediments  to  and 
perfection  of  the  mechanism  of  a  national  market  system :  Provided^ 
however^  That  a  securities  information  processor  not  acting  as  the 
exclusive  processor  of  any  information  with  respect  to  quotations  for 
or  transactions  in  securities  is  exempt  from  the  requirement  to  register 
in  accordance  with  this  subsection  unless  the  Commission,  by  rule  or 
order,  finds  that  the  registration  of  such  securities  information  proces- 
sor is  necessary  or  appropriate  in  the  public  interest,  for  the  protection 
of  investors,  or  for  the  achievement  of  the  purposes  of  this  section. 

.(2)  A  securities  information  processor  may  be  registered  by  filing 
with  the  Cornmission  an  application  for  registration  in  such  form  as 
the  Commission,  by  rule,  may  prescribe  containing  the  address  of  its 
principal  oiRce,  or  offices,  the  names  of  the  securities  and  markets  for 
which  it  is  then  acting  and  for  which  it  proposes  to  act  as  a  securities 
information  processor,  and  such  other  information  and  documents  as 
the  Commission,  by  rule,  may  prescribe  with  regard  to  performance 
capability,  standards  and  procedures  for  the  collection,  processing,  dis- 
tribution, and  publication  of  information  with  respect  to  quotations  for 
and  transaction  ^  in  securities,  personnel  qualifications,  financial  con- 

^  So  in  original.  Probably  should  read  "transactions". 
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dition,  and  such  other  matters  as  the  Commission  determines  to  be 
germane  to  the  provisions  of  this  title  and  the  rules  and  regulations 
thereunder,  or  necessary  or  appropriate  in  furtherance  of  the  purposes  i 
of  this  section. 

(3)  The  Commission  shall,  upon  the  filing  of  an  application  for 
registration  pursuant  to  paragraph  (2)  of  this  subsection,  publish' 
notice  of  the  filing  and  afford  interested  persons  an  opportunity  to  sub- 
mit written  data,  views,  and  arguments  concerning  such  application. 
Within  ninety  days  of  the  date  of  the  publication  of  such  notice  (or 
within  such  longer  period  as  to  which  the  applicant  consents)  the  Com- 
mission shall — 

(A)  by  order  grant  such  registration,  or 

(B)  institute  proceedings  to  determine  whether  registration 
should  be  denied.  Such  proceedings  shall  include  notice  of  the 
grounds  for  denial  under  consideration  and  opportunity  for  hear- 
ing and  shall  be  concluded  within  one  hundred  eighty  days  of  the 
date  of  publication  of  notice  of  the  filing  of  the  application  for 
i-egistration.  At  the  conclusion  of  such  proceedings  the  Commis- 
sion, by  order,  shall  grant  or  deny  such  registration.  The  Commis- 
sion may  extend  the  time  for  the  conclusion  of  such  proceedings 
for  up  to  sixty  days  if  it  finds  good  cause  for  such  extension  and 
publishes  its  reasons  for  so  finding  or  for  such  longer  periods  as 
to  which  the  applicant  consents. 

The  Commission  shall  grant  the  registration  of  a  securities  informa- 
tion processor  if  the  Commission  finds  that  such  securities  information 
processor  is  so  organized,  and  has  the  capacity,  to  be  able  to  assure  the 
prompt,  accurate,  and  reliable  performance  of  its  functions  as  a  securi- 
ties information  processor,  comply  with  the  provisions  of  this  title  and 
the  rules  and  regulations  thereunder,  carry  out  its  functions  in  a 
manner  consistent  with  the  purposes  of  this  section,  and,  insofar  as  it  is 
acting  as  an  exclusive  processor,  operate  fairly  and  efficiently.  The 
Commission  shall  deny  the  registration  of  a  securities  information 
processor  if  the  Commission  does  not  make  any  such  finding. 

(4)  A  registered  securities  information  processor  may,  upon  such 
terms  and  conditions  as  the  Commission  deems  necessary  or  appropri- 
ate in  the  public  interest  or  for  the  protection  of  investors,  withdraw 
from  registration  by  filing  a  written  notice  of  withdrawal  with  the 
Commission.  If  the  Commission  finds  that  any  registered  securities 
information  processor  is  no  longer  in  existence  or  has  ceased  to  do  busi- 
ness in  the  capacity  specified  m  its  application  for  registration,  the 
Commission,  by  order,  shall  cancel  the  registration. 

(5)  (A)  If  any  registered  securities  information  processor  pro- 
hibits or  limits  any  person  in  respect  of  access  to  services  offered, 
directly  or  indirectly,  by  such  securities  information  processor,  the 
registered  securities  information  processor  shall  promptly  file  notice 
thereof  with  the  Commission.  The  notice  shall  be  in  such  form  and  con- 
tain such  information  as  the  Commission,  by  rule,  may  prescribe  as 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors.  Any  prohibition  or  limitation  on  access  to  services  with 
respect  to  which  a  registered  securities  information  processor  is  re- 
quired by  this  paragraph  to  file  notice  shall  be  subject  to  review  by  the 
Commission  on  its  own  motion,  or  upon  application  by  any  person 
aggrieved  thereby  filed  within  thirty  days  after  such  notice  has  been 
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filed  with  the  Commission  and  received  by  such  aggrieved  person,  or 
^  within  such  longer  period  as  the  Commission  may  determine.  Appli- 
2  cation  to  the  Commission  for  review,  or  the  institution  of  re\^ew  by  the 
:  Commission  on  its  own  motion,  shall  not  operate  as  a  stay  of  such  pro- 
:i  hibition  or  limitation,  unless  the  Commission  otherwise  orders,  sum- 
:i  manly  or  after  notice  and  opportunity  for  hearing  on  the  question  of 
-fa  stay  (which  hearinof  may  consist  solely  of  the  submission  of  affidavits 
or  presentation  of  oral  arguments) .  The  Commission  shall  establish  for 
appropriate  cases  an  expedited  procedure  for  consideration  and  deter- 
mination of  the  question  of  a  stay. 

(B)  In  any  proceeding  to  review  the  prohibition  or  limitation  of 
any  person  in  respect  of  access  to  services  offered  by  a  registered  secu- 
ilrities  information  processor,  if  the  Commission  finds,  after  notice  and 
f  opportunity  for  hearing,  that  such  prohibition  or  limitation  is  con- 
sistent with  the  provisions  of  this  title  and  the  rules  and  regulations 
thereunder  and  that  such  person  has  not  been  discriminated  against 
unfairly,  the  Commission,  by  order,  shall  dismiss  the  proceeding.  If 
the  Commission  does  not  make  any  such  finding  or  if  it  finds  that  such 
prohibition  or  limitation  imposes  any  burden  on  competition  not  nec- 
essary or  appropriate  in  furtherance  of  the  purposes  of  this  title,  the 
Commission,  by  order,  shall  set  aside  the  prohibition  or  limitation 
and  require  the  registered  securities  information  processor  to  permit 
such  person  access  to  services  offered  by  the  registered  securities  infor- 
mation processor. 

(6)  The  Commission,  by  order,  may  censure  or  place  limitations  upon 
the  activities,  fimctions,  or  operations  of  any  registered  securities  in- 
formation processor  or  suspend  for  a  period  not  exceeding  twelve 
months  or  revoke  the  registration  of  any  such  processor,  if  the  Com- 
mission finds,  on  the  record  after  notice  and  opportunity  for  hearing, 
that  such  censure,  placing  of  limitations,  suspension,  or  revocation  is  in 
the  public  interest,  necessary  or  appropriate  for  the  protection  of 
investors  or  to  assure  the  prompt,  accurate,  or  reliable  performance  of 
the  functions  of  such  securities  information  processor,  and  that  such 
securities  information  processor  has  violated  or  is  unable  to  comply 
with  any  pro\dsion  of  this  title  or  the  rules  or  regulations  thereunder, 
(c)  (1)  No  self -regulatory  organization,  member  thereof,  securities 
information  processor,  broker,  or  dealer  shall  make  use  of  the  mails  or 
any  means  or  instrumentality  of  interstate  commerce  to  collect,  process, 
distribute,  publish,  or  prepare  for  distribution  or  publication  any 
information  with  respect  to  quotations  for  or  transactions  in  any  secu- 
rity other  than  an  exempted  security,  to  assist,  participate  in,  or  coordi- 
nate the  distribution  or  publication  of  such  information,  or  to  effect  any 
transaction  in,  or  to  induce  or  attempt  to  induce  the  purchase  or  sale 
of,  any  such  security  in  contravention  of  such  rules  and  regulations  as 
the  Commission  shall  prescribe  as  necessary  or  appropriate  in  the 
public  interest,  for  the  protection  of  investors,  or  otherwise  in  further- 
ance of  the  purposes  of  this  title  to — 

(A)  prevent  the  use.  distribution,  or  publication  of  fraudulent, 
deceptive,  or  manipulative  information  with  respect  to  quotations 
for  and  transactions  in  such  securities ; 

(B)  assure  the  prompt,  accurate,  reliable,  and  fair  collection, 
processing,  distribution,   and  publication  of  information  with 
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respect  to  quotations  for  and  transactions  in  such  securities  and 
the  fairness  and  usefuhiess  of  the  form  and  content  of  such 
information ; 

(C)  assure  that  all  securities  information  processors  may,  foi 
purposes  of  distribution  and  publication,  obtain  on  fair  and  rea- 
sonable terms  such  information  with  respect  to  quotations  for  and 
transactions  in  sucli  securities  as  is  collected,  processed,  or  pre- 
pared for  distribution  or  publication  by  any  exclusive  processor 
of  such  information  acting  in  such  capacity ; 

(D)  assure  that  all  exchange  members,  brokers,  dealers,  securi- 
ties information  processors,  and,  subject  to  such  limitations  as  the 
Commission,  by  rule,  may  impose  as  necessary  or  appropriate  for 
the  protection  of  investors  or  maintenance  of  fair  and  orderly 
markets,  all  other  persons  may  obtain  on  terms  which  are  not 
unreasonably  discriminatory  such  information  with  respect  to 
quotations  for  and  transactions  in  such  securities  as  is  published 
or  distributed  by  any  self-regulatory  organization  or  securities 
information  processor ; 

(E)  assure  that  all  exchange  members,  brokers,  and  dealers 
transmit  and  direct  orders  for  the  purchase  or  sale  of  qualified 
securities  in  a  manner  consistent  with  the  establishment  and 
operation  of  a  national  market  system ;  and 

(F)  assure  equal  regulation  of  all  markets  for  qualified  secu- 
rities and  all  exchange  members,  brokers,  and  dealers  effecting 
transactions  in  such  securities. 

(2)  The  Commission,  by  rule,  as  it  deems  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors,  may  require , 
any  person  who  has  effected  the  purchase  or  sale  of  any  qualified  i 
security  by  use  of  the  mails  or  any  means  or  instrumentality  of  inter- 
state commerce  to  report  such  purchase  or  sale  to  a  registered  securi- 
ties information  processor,  national  securities  exchange,  or  registered 
securities  association  and  require  such  processor,  exchange,  or  asso- 
ciation to  make  appropriate  distribution  and  publication  of  informa- 
tion with  respect  to  such  purchase  or  sale. 

(3)  (A)  The  Commission,  by  rule,  is  authorized  to  prohibit  brokers 
and  dealers  from  effecting  transactions  in  securities  registered  pursu- 
ant to  section  12(b)  otherwise  than  on  a  national  securities  exchange, 
if  the  Commission  finds,  on  the  record  after  notice  and  opportunity 
for  hearing,  that — 

(i)  as  a  result  of  transactions  in  such  securities  effected  other- 
wise than  on  a  national  securities  exchange  the  fairness  or  order- 
lines  of  the  markets  for  such  securities  has  been  affected  in  a 
manner  contrary  to  the  public  interest  or  the  protection  of 
investors ; 

(ii)  no  rule  of  any  national  securities  exchange  unreasonably 
impairs  the  ability  of  any  dealer  to  solicit  or  effect  transactions  in 
such  securities  for  his  own  account  or  unreasonably  restricts  com- 
petition among  dealers  in  such  securities  or  between  dealers 
acting  in  the  capacity  of  market  makers  who  are  specialists  in 
such  securities  and  such  dealers  who  are  not  specialists  in  such 
securities,  and 

(iii)  the  maintenance  or  restoration  of  fair  and  orderly  mar- 
kets in  such  securities  may  not  be  assured  through  other  lawful 
means  under  this  title. 
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The  Commission  may  conditionally  or  unconditionally  exempt  any 
security  or  transaction  or  any  class  of  securities  or  transactions  from 
any  such  prohibition  if  the  Commission  deems  such  exemption  con- 
sistent with  the  public  interest,  the  protection  of  investors,  and  the 
maintenance  of  fair  and  orderly  markets. 

(B)  For  the  purposes  of  subparagraph  (A)  of  this  paragraph,  the 
ability  of  a  dealer  to  solicit  or  effect  transactions  in  securities  for  his 
own  account  shall  not  be  deemed  to  be  unreasonably  impaired  by  any 
rule  of  an  exchange  fairly  and  reasonably  prescribing  the  sequence 
in  which  orders  brought  to  the  exchange  must  be  executed  or  which  has 
been  adopted  to  effect  compliance  with  a  rule  of  the  Commission 
promulgated  under  this  title. 

(4)  (A)  The  Commission  is  directed  to  review  any  and  all  rules  of 
national  securities  exchanges  which  limit  or  condition  the  ability  of 

io  members  to  effect  transactions  in  securities  otherwise  than  on  such 
^'  exchanges.  On  or  before  the  ninetieth  day  following  the  day  of  en- 
«j  actment  of  the  Securities  Acts  Amendments  of  1975,  the  Commission 
I  shall  (i)  report  to  the  Congress  the  results  of  its  review,  including  the 
bI  effects  on  competition  of  such  rules,  and  (ii)  commence  a  proceeding 
id|  in  accordance  with  the  provisions  of  section  19(c)  of  this  title  to 
id  I  amend  any  such  rule  imposing  a  burden  on  competition  which  does  not 
j  appear  to  the  Commission  to  be  necessary  or  appropriate  in  further- 
a-i  ance  of  the  purposes  of  this  title.  The  Commission  shall  conclude  any 
1 1  such  proceeding  within  ninety  days  of  the  date  of  publication  of 
notice  of  its  commencement. 

(B)  Review  pursuant  to  section  25(b)  of  this  title  of  any  rule 
promulgated  by  the  Commission  in  accordance  with  any  proceeding 
commenced  pursuant  to  subparagraph  (A)  of  this  paragraph  shall, 
except  as  to  causes  the  court  considers  of  greater  importance,  take 
precedence  on  the  docket  over  all  other  causes  and  shall  be  assigned  for 
consideration  at  the  earliest  practicable  date  and  expedited  in  every 
way. 

(5)  Xo  national  securities  exchange  or  registered  securities  associa- 
tion may  limit  or  condition  the  participation  of  any  member  in  any 
registered  clearing  agency. 

(d)(1)  Xot  later  than  one  hundred  eighty  days  after  the  date 
of  enactment  of  the  Securities  Acts  Amendments  of  1975,  the  Com- 
mission shall  establish  a  National  Market  Advisory  Board  (he,re- 
inafter  in  this  section  referred  to  as  the  "Advisory  Board")  to  be 
composed  of  fifteen  members,  not  all  of  whom  shall  be  from  the  same 
geographical  area  of  the  United  States,  appointed  by  the  Commission 
for  a  term  specified  by  the  Commission  of  not  less  than  two  years  or 
more  than  five  years.  The  Advisory  Board  shall  consist  of  persons 
associated  with  brokers  and  dealers  (who  shall  be  a  majority)  and 
persons  not  so  associated  who  are  representative  of  the  public  and, 
to  the  extent  feasible,  have  knowledge  of  the  securities  markets  of 
the  United  States. 

(2)  It  shall  be  the  responsibility  of  the  Advisory  Board  to  formu- 
late and  furnish  to  the  Commission  its  views  on  significant  regulatory 
proposals  made  by  the  Commission  or  any  self-regulatory  organization 
concerning  the  establishment,  operation,  and  regulation  of  the  markets 
for  securities  in  the  ITnited  States. 

(3)  (A)  The  Advisory  Board  shall  study  and  make  recommenda- 
tions to  the  Conmiisvsion  as  to  the  steps  it  finds  appropriate  to  facilitate 
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the  establishment  of  a  national  market  system.   In  so  doin^r,  the  j 
Advisory  Board  shall  assume  the  responsibilities  of  any  advisory 
committee  appointed  to  advise  the  Commission  with  respect  to  the 
national  market  system  which  is  in  existence  at  the  time  of  the  estab- 
lishment of  the  Advisory  Board. 

(B)  The  Advisory  Board  shall  study  the  possible  need  for  modifi- 
cations of  the  scheme  of  self-regulation  provided  for  in  this  title  so 
as  to  adapt  it  to  a  national  market  system,  including  the  need  for  the 
establishment  of  a  new  self -regulatory  organization  (hereinafter  in 
this  section  referred  to  as  a  "National  Market  Regulatoiy  Board"  or 
"Regulatory  Board")  to  administer  the  national  market  system.  In  the 
event  the  Advisory  Board  determines  a  National  Market  Regulatory 
Board  should  be  established,  it  shall  make  recommedations  as  to: 

(i)  the  point  in  time  at  which  a  Regulatory  Board  should  be 
established ; 

(ii)  the  composition  of  a  Regulatory  Board ; 

(iii)  the  scope  of  the  authority  of  a  Regulatory  Board; 

(iv)  the  relationship  of  a  Regulatory  Board  to  the  Commis- 
sion and  to  existing  self-regulatory  organizations;  and 

(v)  the  manner  in  which  a  Regulatory  Board  should  be  funded. 
The  Advisory  Board  shall  report  to  the  Congress,  on  or  before  Decem- 
ber 31, 1976,  the  results  of  such  study  and  its  recommendations,  includ- 
ing such  recommendations  for  legislation  as  it  deems  appropriate. 

(C)  In  carrying  out  its  responsibilities  under  this  paragraph,  the 
Advisory  Board  shall  consult  with  self- regulatory  organizations, 
brokers,  dealers,  securities  infoiTnation  processors,  issuers,  investors, 
representatives  of  Government  agencies,  and  other  persons  interested 
or  likely  to  participate  in  the  establishment,  operation,  or  regulation 
of  the  national  market  system. 

(e)  The  Commission  is  authorized  and  directed  to  make  a  study 
of  the  extent  to  which  persons  excluded  from  the  definitions  of 
"broker"  and  "dealer"  maintain  accounts  on  behalf  of  public  customers 
for  buying  and  selling  securities  registered  under  section  12  of  this 
title  and  whether  such  exclusions  are  consistent  with  the  protection  of 
investors  and  the  other  purposes  of  this  title.  The  Commission  shall 
report  to  the  Congress,  on  or  before  December  31,  1976,  the  results  of 
its  study  together  with  such  recommendations  for  legislation  as  it 
deems  advisable. 

REGISTRATION    REQUIREMENTS    FOR    SECURITIES 

Sec.  12.  (a)  It  shall  be  unlawful  for  any  member,  broker,  or  dealer 
to  effect  any  transaction  in  any  security  (other  than  an  exempted 
security)  on  a  national  securities  exchange  unless  a  registration  is 
effective  as  to  such  security  for  such  exchange  in  accordance  with  the 
provisions  of  this  title  and  the  rules  and  regulations  thereunder. 

(b)  A  security  may  be  registered  on  a  national  securities  exchange 
by  the  issuer  filing  an  application  with  the  exchange  (and  filing  with 
the  Commission  such  duplicate  originals  thereof  as  the  Commission 
may  require),  which  application  shall  contain— 

(1)  Such  information,  in  such  detail,  as  to  the  issuer  and  any 
person  directly  or  indirectly  controlling  or  controlled  by,  or  under 
direct  or  indirect  common  control  with,  the  issuer,  and  any  guarantor 
of  the  security  as  to  principal  or  interest  or  both,  as  the  Commission 


65 

[nay  by  rules  and  regulations  require,  as  necessary  or  appropriate  in 
he  public  interest  or  for  the  protection  of  investors,  in  respect  of 
;lie  following: 

(A)  the  organization,  financial  structures,  and  nature  of  the 
business; 

(B)  the  terms,  position,  rights,  and  privileges  of  the  different 
classes  of  securities  outstanding; 

j  (C)  the  terms  on  which  their  securities  are  to  be,  and  during 

the  preceding  three  years  have  been,  offered  to  the  public  or 
otherwise ; 

(D)  the  directors,  officers,  and  underwriters,  and  each  security 
holder  of  record  holding  more  than  10  per  centum  of  any  class 
of  any  equity  security  of  the  issuer  (other  than  an  exempted 
security),  their  remuneration  and  their  interests  in  the  securities 
of,  and  their  material  contracts  with,  the  issuer  and  any  person 
directly  or  indirectly  controlling  or  controlled  by,  or  under  direct 
or  indirect  common  control  with,  the  issuer; 

(E)  remuneration  to  others  than  directors  and  officers  exceed- 
ing $20,000  per  annum ; 

(F)  bonus  and  profit-sharing  arrangements; 

(G)  management  and  service  contracts; 

(H)  options  existing  or  to  be  created  in  respect  of  their 
securities ; 

(I)  material  contracts,  not  made  in  the  ordinary  course  of 
business,  which  are  to  be  executed  in  whole  or  in  part  at  or  after 
the  filing  of  the  application  or  which  were  made  not  more  than 
two  years  before  such  filing,  and  every  material  patent  or  con- 
tract for  a  material  patent  right  shall  be  deemed  a  material 
contnict; 

(J)  balance  sheets  for  not  more  than  the  three  preceding 
fiscal  years,  certified  if  required  by  the  rules  and  regulations  of 
the  Commission  by  independent  public  accountants ; 

(K)  profit  and  loss  statements  for  not  more  than  the  three 
preceding  fiscal  years,  certified  if  required  by  the  rules  and 
regulations  of  the  Commission  by  independent  public  account- 
ants ;  and 

(L)  any  further  financial  statements  which  the  Commission 
may  deem  necessary  or  appropriate  for  the  protection  of 
investors. 

(2)  Such  copies  of  articles  of  incorporation,  bylaws,  trust  inden- 
tures, or  corresponding  documents  by  whatever  name  known,  under- 
writing arrangements,  and  other  similar  documents  of,  and  voting 
trust  agreements  with  respect  to,  the  issuer  and  any  person  directly 
or  indirectly  controlling  or  controlled  by,  or  under  direct  or  indirect 
common  control  with,  the  issuer  as  the  Commission  may  require  as 
necessary  or  appropriate  for  the  proper  protection  of  investors  and 
to  insure  fair  dealing  in  the  security. 

(3)  Such  copies  of  material  contracts,  referred  to  in  paragraph 
(1)  (I)  above,  as  the  Commission  may  require  as  necessary  or  appro- 
priate for  the  proper  protection  of  investors  and  to  insure  fair  dealing 
in  the  security. 

(c)  If  in  the  judgment  of  the  Commission  any  information 
required  under  subsection  (b)  of  this  section  is  inapplicable  to  any 
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specified  class  or  classes  of  issuers,  the  Commission  shall  require  in  lieu 
thereof  the  submission  of  such  other  information  of  comparable  char- 
acter as  it  may  deem  applicable  to  such  class  of  issuers. 

(d)  If  the  exchange  authorities  certify  to  the  Commission  that  the 
security  has  been  approved  by  the  exchange  for  listing  and  registra- 
tion, the  registration  shall  become  eifective  thirty  days  after  the 
receipt  of  such  certification  by  the  Commission  or  within  such  shorter 
period  of  time  as  the  Commission  may  determine.  A  security  regis- 
tered with  a  national  securities  exchange  may  be  withdrawn  or 
stricken  from  listing  and  registration  in  accordance  with  the  rules 
of  the  exchange  and,  upon  such  terms  as  the  Commission  may  deem 
necessary  to  impose  for  the  protection  of  investors,  upon  application 
by  the  issuer  or  the  exchange  to  the  Commission;  whereupon  the 
issuer  shall  be  relieved  from  further  compliance  with  the  provisions 
of  this  section  and  section  13  of  this  title  and  any  rules  or  regulations 
under  such  sections  as  to  the  securities  so  withdrawn  or  stricken. 
An  unissued  security  may  be  registered  only  in  accordance  with 
such  rules  and  regulations  as  the  Commission  may  prescribe  as 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors. 

(e)  Notwithstanding  the  foregoing  provisions  of  this  section,  the 
Commission  may  by  such  rules  and  regulations  as  it  deems  necessary 
or  appropriate  in  the  public  interest  or  for  the  protection  of  investors 
permit  securities  listed  on  any  exchange  at  the  time  the  registration 
of  such  exchange  as  a  national  securities  exchange  becomes  effective, 
to  be  registered  for  a  period  ending  not  later  than  July  1,  1935, 
without  complying  with  the  provisions  of  this  section. 

(f)(1)  Notwithstanding  the  foregoing  provisions  of  this  section, 
any  national  securities  exchange,  subject  to  the  terms  and  conditions 
hereinafter  set  forth — 

(A)  may  continue  unlisted  trading  privileges  to  which  a 
security  had  been  admitted  on  such  exchange  prior  to  July  1, 1964 ; 

(B)  upon  application  to  and  approval  of  such  application  by 
the  Commission,  may  extend  unlisted  trading  privileges  to  any 
security  listed  and  registered  on  any  other  national  securities 
exchange ; and 

(C)  upon  application  to  and  approval  of  such  application  by 
the  Commission,  may  extend  unlisted  trading  privileges  to  any 
security  registered  pursuant  to  section  12  of  this  title  or  which 
would  be  required  to  be  so  registered  except  for  the  exemption 
from  registration  provided  in  subsection  (g)  (2)  (B)  or  (g)  (2) 
(G)  of  that  section. 

If  an  extension  of  unlisted  trading  privileges  to  a  security  is  based 
upon  its  listing  and  registration  on  another  national  securities  ex- 
change, such  privileges  shall  continue  in  effect  only  so  long  as  such 
j^ecuritv  remains  listed  and  registered  on  a  national  securities  exchange. 
(2)  No  application  pursuant  to  this  subsection  shall  be  approved 
unless  the  Commission  finds,  after  notice  and  opportunity  for  hearing, 
that  the  extension  of  unlisted  trading  privileges  pursuant  to  such 
application  is  consistent  with  the  maintenance  of  fair  and  orderly 
markets  and  the  protection  of  investors.  In  considering  an  application 
for  the  extension  of  unlisted  trading  privileges  to  a  security  not  listed 
and  registered  on  a  national  securities  exchange,  the  Commission  shall, 
among  other  matters,  take  account  of  the  public  trading  activity  in 
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such  security,  the  character  of  such  trading,  the  impact  of  such  exten- 
sion on  the  existing  markets  for  such  securities^  and  the  desirability 
of  removing  impediments  to  and  the  progress  that  has  been  made 
toward  the  development  of  a  national  market  system  and  shall  not 
grant  any  such  application  if  any  rule  of  the  national  securities 
exchange  making  application  under  this  subsection  would  unreason- 
ably impair  the  ability  of  any  dealer  to  solicit  or  effect  transactions 
in  such  security  for  his  own  account,  or  would  unreasonably  restrict 
competition  among  dealers  in  such  security  or  between  such  dealers 
acting  in  the  capacity  of  market  makers  who  are  specialists  and  such 
dealers  who  are  not  specialists. 

(3)  The  Commission  shall  by  rules  and  regulations  suspend  unlisted 
trading  privileges  in  whole  or  in  part  for  any  or  all  classes  of  securities 
for  a  period  not  exceeding  twelve  months,  if  it  deems  such  suspension 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  to  prevent  evasion  of  the  purposes  of  this  title. 

(4)  On  the  application  of  the  issuer  of  any  security  for  which 
unlisted  trading  privileges  on  any  exchange  have  been  continued  or 
extended  pursuant  to  this  subsection,  or  of  any  broker  or  dealer  w^ho 
makes  or  creates  a  market  for  such  security,  or  of  any  other  person 
liaving  a  bona  fide  interest  in  the  question  of  termination  or  suspension 
of  such  unlisted  trading  privileges,  or  on  its  own  motion,  the  Commis- 
sion shall  by  order  terminate,  or  suspend  for  a  period  not  exceeding 
twelve  months,  such  unlisted  trading  privileges  for  such  security  if  the 
Commission  finds,  after  appropriate  notice  and  opportunity  for  hear- 
ing, that  such  termination  or  suspension  is  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors. 

(5)  In  any  proceeding  under  this  subsection  in  which  appropriate 
notice  and  opportunity  for  hearing  are  required,  notice  of  not  less  than 
ten  days  to  the  applicant  in  such  proceeding,  to  the  issuer  of  the 
security  involved,  to  the  exchange  which  is  seeking  to  continue  or 
extend  or  has  continued  or  extended  unlisted  trading  privileges  for 
such  security,  and  to  the  exchange,  if  any,  on  which  such  security  is 
listed  and  registered,  shall  be  deemed  adequate  notice,  and  any  broker 
or  dealer  who  makes  or  creates  a  market  for  such  security,  and  any 
other  person  having  a  bona  fide  interest  in  such  proceeding,  shall  upon 
application  be  entitled  to  be  heard. 

(6)  Any  security  for  which  unlisted  trading  privileges  are  con- 
tinued or  extended  pursuant  to  this  subsection  shall  be  deemed  to  be 
registered  on  a  national  securities  exchange  within  the  meaning  of 
this  title.  The  powers  and  duties  of  the  Commission  under  this  title 
shall  be  applicable  to  the  rules  of  an  exchange  in  respect  of  any  such 
security.  The  Commission  may,  by  such  rules  and  regulations  as  it 
deems  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  either  imconditionally  or  upon  specified  terms 
and  conditions,  or  for  stated  periods,  exempt  such  securities  from  the 
operation  of  any  provision  of  section  13,  14,  or  16  of  this  title. 

(g)(1)  Every  issuer  which  is  engaged  in  interstate  commerce,  or 
in  a  business  affecting  interstate  commerce,  or  whose  securities  are 
traded  by  use  of  the  mails  or  any  means  or  instrumentality  of  inter- 
state conmierce  shall — 

(A)   within  one  hundred  and  twenty  days  after  the  last  day 
of  its  first  fiscal  year  ended  after  the  effective  date  of  this  sub- 
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section  on  which  the  issuer  has  total  assets  exceeding  $1,000,000 
and  a  class  of  equity  security  (other  than  an  exempted  security) 
held  of  record  by  seven  hundred  and  fifty  or  more  persons ;  and 

(B)   within  one  hundred  and  twenty  days  after  the  last  day 
of  its  first  fiscal  year  ended  after  two  years  from  the  effective  date 
of  this  subsection  on  which  the  issuer  has  total  assets  exceeding 
$1,000,000  and  a  class  of  equity  security  (other  than  an  exempted 
security)  held  of  record  by  five  hundred  or  more  but  less  than 
seven  hundred  and  fifty  persons, 
register  such  security  by  filing  with  the  Commission  a  registration 
statement  (and  such  copies  thereof  as  the  Commission  may  require) 
with  respect  to  such  security  containing  such  information  and  docu- 
ments as  the  Commission  may  specify  comparable  to  that  which  is 
required  in  an  application  to  register  a  security  pursuant  to  sub- 
section  (b)   of  this  section.  Each  such  registration  statement  shall 
become  effective  sixty  days  after  filing  with  the  Commission  or  within 
such  shorter  period  as  the  Commission  may  direct.  Until  such  regis- 
tration statement  becomes  effective  it  shall  not  be  deemed  filed  for  tlie 
purposes  of  section  18  of  this  title.  Any  issuer  may  register  any  class 
of  equity  security  not  required  to  be  registered  by  filing  a  registratioji 
statement  pursuant  to  the  provisions  of  this  paragraph.  The  Com- 
mission is  authorized  to  extend  the  date  upon  which  any  issuer  or  class 
of  issuers  is  required  to  register  a  security  pursuant  to  the  provisions 
of  this  paragraph. 

(2)   The  provisions  of  this  subsection  shall  not  apply  in  respect  of — 

(A)  any  security  listed  and  registered  on  a  national  securities 
exchange. 

(B)  any  security  issued  by  an  investment  company  registered 
pursuant  to  section  8  of  the  Investment  Company  Act  of  1940. 

(C)  any  security,  other  than  permanent  stock,  guaranty  stock, 
permanent  reserve  stock,  or  any  similar  certificate  evidencing 
nonwithdrawable  capital,  issued  by  a  savings  and  loan  association, 
building  and  loan  association,  cooperative  bank,  homestead  asso- 
ciation, or  similar  institution,  which  is  supervised  and  examined 
by  State  or  Federal  authority  having  supervision  over  any  such 
institution. 

(D)  any  security  of  an  issuer  organized  and  operated  exclu- 
sively for  religious,  educational,  benevolent,  fraternal,  charitable, 
or  reformatory  purposes  and  not  for  pecuniary  profit,  and  no  part 
of  the  net  earnings  of  which  inures  to  the  benefit  of  any  private 
shareholder  or  individual. 

(E)  any  security  of  an  issuer  which  is  a  "cooperative  asso- 
ciation" as  defined  in  the  Agricultural  Marketing  Act,  approved 
June  16,  1929,  as  amended,  or  a  federation  of  such  cooperative 
associations,  if  such  federation  possesses  no  greater  powers  or  pur- 
poses than  cooperative  associations  so  defined. 

(F)  any  security  issued  by  a  mutual  or  cooperative  organiza- 
tion which  supplies  a  commodity  or  service  primarily  for  the 
benefit  of  its  members  and  operates  not  for  pecuniary  profit,  but 
only  if  the  security  is  part  of  a  class  issuable  only  to  persons  who 
purchase  commodities  or  services  from  the  issuer,  the  security  is 
transferable  only  to  a  successor  in  interest  or  occupancy  of  prem- 
ises serviced  or  to  be  served  by  the  issuer,  and  no  dividends  are 
payable  to  the  holder  of  the  security. 


(G)  any  security  issued  by  an  insurance  company  if  all  of  the 
following  conditions  are  met : 

(i)  Such  insurance  company  is  required  to  and  does  hie 
an  annual  statement  with  the  Commissioner  of  Insurance  (or 
other  officer  or  agency  performing  a  similar  function)  of  its 
domiciliary  State,  and  such  annual  statement  conforms  to 
that  prescribed  by  the  National  Association  of  Insurance 
Commissioners  or  in  the  determination  of  such  State  com- 
missioner, officer  or  agency  substantially  conforms  to  that  so 
prescribed. 

(ii)  Such  insurance  company  is  subject  to  regulation  by 
its  domiciliary  State  of  proxies,  consents,  or  authorizations  in 
respect  of  securities  issued  by  such  company  and  such  regu- 
lation conforms  to  that  prescribed  by  the  National  Associa- 
tion of  Insurance  Commissioners. 

(iii)  After  July  1,  1966,  the  purchase  and  sales  of  securi- 
ties issued  by  such  insurance  company  by  beneficial  owners, 
directors,  or  officers  of  such  company  are  subject  to  regulation 
(including  reporting)  by  its  domiciliary  State  substantially 
in  the  manner  provided  in  section  16  of  this  title. 
(H)  any  interest  or  participation  in  any  collective  trust  funds 
maintained  by  a  bank  or  in  a  separate  account  maintained  by  an 
insurance  company  which  interest  or  participation  is  issued  in 
connection  with  (i)  a  stock-bonus,  pension,  or  profit-sharing  plan 
which  meets  the  requirements  for  qualification  under  section  401 
of  the  Internal  Revenue  Code  of  1954,  or  (ii)  an  annuity  plan 
which  meets  the  requirements  for  deduction  of  the  employer's 
contribution  under  section  404(a)  (2)  of  such  Code. 

(3)  The  Commission  may  by  rules  or  regulations  or,  on  its  own 
motion,  after  notice  and  opportunity  for  hearing,  by  order,  exempt 
from  this  subsection  any  security  of  a  foreign  issuer,  including  any 
certificate  of  deposit  for  such  a  security,  if  the  Commission  finds  that 
such  exemption  is  in  the  public  interest  and  is  consistent  with  the  pro- 
tection of  investors. 

(4)  Registration  of  any  class  of  security  pursuant  to  this  subsec- 
tion shall  be  terminated  ninety  days,  or  such  shorter  period  as  the 
Commission  may  determine,  after  the  issuer  files  a  certification  with 
the  Commission  that  the  number  of  holders  of  record  of  such  class 
of  security  is  reduced  to  less  than  three  hundred  persons.  The  Com- 
mission shall  after  notice  and  opportunity  for  hearing  deny  termina- 
tion of  registration  if  it  finds  that  the  certification  is  untrue.  Ter- 
mination of  registration  shall  be  deferred  pending  final  determination 
on  the  question  of  denial. 

(5)  For  the  purposes  of  this  subsection  the  term  "class"  shall 
include  all  securities  of  an  issuer  which  are  of  substantially  similar 
character  and  the  holders  of  which  enjoy  substantially  similar  rights 
and  privileges.  The  Commission  may  for  the  purpose  of  this  subsection 
define  by  rules  and  regulations  the  terms  "total  assets"  and  "held  of 
record"  as  it  deems  necessary  or  appropriate  in  the  public  interest  or 
for  the  protection  of  investors  in  order  to  prevent  circumvention  of  the 
provisions  of  this  subsection. 

(h)  The  Commission  may  by  rules  and  regulations,  or  upon  appli- 
cation of  an  interested  person,  by  order,  after  notice  and  opportunity 
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for  hearing,  exempt  in  whole  or  in  part  any  issuer  or  class  of  issuers 
from  the  provisions  of  subsection  (g)  of  this  section  or  from  section 
13,  14,  or  15(d)  or  may  exempt  from  section  16  any  officer,  dii*cctor, 
or  beneficial  owner  of  securities  of  any  issuer,  any  security  of  which 
is  required  to  be  registered  pursuant  to  subsection  (g)  hereof,  upon 
such  terms  and  conditions  and  for  sucli  period  as  it  deems  necessary 
or  appropriate,  if  the  Commission  finds,  by  reason  of  the  number  of 
public  investors,  amount  of  trading  interest  in  the  securities,  the 
nature  and  extent  of  the  activities  of  the  issuer,  income  or  avssets  of 
the  issuer,  or  otherwise,  that  such  action  is  not  inconsistent  with  the 
public  interest  or  the  protection  of  investoi*s.  The  Commission  may, 
for  the  purposes  of  any  of  the  above-mentioned  sections  or  subsections 
of  this  title,  classify  issuers  and  prescribe  requirements  appmpriate 
for  each  such  class. 

(i)  In  respect  of  any  securities  issued  by  banks  the  deposits  of 
which  are  insured  in  accordance  with  the  Federal  Deposit  Insurance 
Act  or  institutions  the  accounts  of  wliich  are  insured  bv  the  Federal 
Savings  and  Loan  Insurance  Coqwration,  the  powei-s,  functions,  and 
duties  vested  in  the  Commission  to  administer  and  enforce  sections  12, 
13,  14(a),  14(c),  14(d),  14(f),  and  16,  (1)  with  respect  to  national 
banks  and  banks  oj^e rating  imder  the  Code  of  Law  for  tlie  District 
of  Columbia  are  vested  in  the  Comptroller  of  the  Currency,  (2)  with 
respect  to  all  other  member  banks  of  the  Fei^leral  Kesei-ve  System  are 
vested  in  the  Board  of  Govenioi-s  of  the  Federal  Resen^e  System, 
(3)  with  resi)ect  to  all  other  insured  banks  are  vested  in  the  Federal 
Deposit  Insurance  Corjwi'ation,  and  (4)  with  respect  to  institutions 
the  accounts  of  which  are  insured  by  the  Federal  Savings  and  I^oan 
Insurance  Corporation  are  vested  in  the  Federal  Home  Loan  Bank 
Board.  The  Comptroller  of  the  Currency,  the  Board  of  Governors  of 
the  Federal  Reserve  System,  the  Federal  Deposit  Insurance  Corpora- 
tion, and  the  Federal  Home  Ix)an  Bank  Board  shall  have  the  power 
to  make  such  rules  and  regulations  as  may  be  necessary  for  the  execu- 
tion of  the  functions  vested  in  them  as  provided  in  this  subsection. 
In  carrying  out  their  responsibilities  under  this  subsection,  the 
agencies  named  in  the  first  sentence  of  this  subsection  shall  issue  sub- 
stantially similar  regulations  to  regulations  and  rules  issued  by  the 
Commission  under  sections  12,  13,  14(a),  14(c),  14(d),  14(f)  and  16, 
unless  they  find  that  implementation  of  substantially  similar  regula- 
tions with  respect  to  insured  banks  and  insured  institutions  are  not 
necessary  or  appropriate  in  the  public  interest  or  for  protection  of 
investors,  and  publish  such  findings,  and  the  detailed  reasons  therefor, 
in  the  Federal  Register.  Such  regulations  of  the  above-named  agencies, 
or  the  reasons  for  failure  to  publish  such  substantially  similar  regula- 
tions to  those  of  the  Commission,  shall  be  published  in  the  Federal 
Register  within  120  days  of  the  date  of  enactment  of  this  subsection, 
and,  thereafter,  within  60  days  of  any  changes  made  by  the  Com- 
mission in  its  relevant  regulations  and  rules. 

(j)  The  Commission  is  authorized,  by  order,  as  it  deems  necessary 
or  appropriate  for  the  protection  of  investors  to  deny,  to  suspend  the 
effective  date  of,  to  suspend  for  a  period  not  exceeding  twelve  months, 
or  to  revoke  the  registration  of  a  security,  if  the  Commission  finds, 
on  the  record  after  notice  and  opportunity  for  hearing,  that  the  issuer 
of  such  security  has  failed  to  comply  with  any  provision  of  this  title  or 
the  rules  and  regulations  thereunder.  Iso  member  of  a  national  securi- 
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ties  exchange,  broker,  or  dealer  shall  make  use  of  the  mails  or  any 
means  or  instrumentality  of  interstate  commerce  to  effect  any  trans- 
action in,  or  to  induce  the  purchase  or  sale  of,  any  security  the  registrar 
tion  of  which  has  been  and  is  suspended  or  revoked  pursuant  to  the 
preceding  sentence. 

(k)  If  in  its  opinion  the  public  interest  and  the  protection  of 
investors  so  require,  the  Commission  is  authorized  summarily  to  sus- 
pend trading  in  any  security  (other  than  an  exempted  security)  for  a 
period  not  exceeding  ten  days,  or  with  the  approval  of  the  President, 
sunmiarily  to  suspend  all  trading  on  any  national  securities  exchange 
or  otherwise,  in  securities  other  than  exempted  securities,  for  a  period 
not  exceeding  ninety  days.  No  member  of  a  national  securities 
exchange,  broker,  or  dealer  shall  make  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce  to  effect  any  transaction 
in,  or  to  induce  the  purchase  or  sale  of,  any  security  in  which  trading 
is  so  suspended. 

(1)  It  shall  be  unlawful  for  an  issuer,  any  class  of  whose  securities 
is  registered  pursuant  to  this  section  or  would  be  required  to  be  so 
registered  except  for  the  exemption  from  registration  provided  by 
subsection  (g)  (2)  (B)  or  (g)  (2)  (G)  of  this  section,  by  the  use  of  any 
means  or  instrumentality  of  interstate  commerce,  or  of  the  mails, 
to  issue,  either  originally  or  upon  transfer,  any  of  such  securities 
in  a  form  or  with  a  format  which  contravenes  such  rules  and  regu- 
lations as  the  Commission  may  prescribe  as  necessary  or  appropriate 
for  the  prompt  and  accurate  clearance  and  settlement  of  transactions 
in  securities.  The  provisions  of  this  subsection  shall  not  apply  to 
variable  annuity  contracts  or  variable  life  policies  issued  by  an  insur- 
ance company  or  its  separate  accounts. 

(m)  The  Commission  is  authorized  and  directed  to  make  a  study 
and  investigation  of  the  practice  of  recording  the  ownership  of  secu- 
rities in  the  records  of  the  issuer  in  other  than  the  name  of  the  bene- 
ficial owner  of  such  securities  to  determine  (1)  whether  such  practice 
is  consistent  with  the  purposes  of  this  title,  with  particular  reference 
to  subsection  (g)  of  this  section  and  sections  13,  14,  15(d),  16,  and 
17A,  and  (2)  whether  steps  can  be  taken  to  facilitate  communica- 
tions between  issuers  and  the  beneficial  owners  of  their  securities  while 
at  the  same  time  retaining  the  benefits  of  such  practice.  The  Commis- 
sion shall  report  to  the  Congress  its  preliminary  findings  within  six 
months  after  the  date  of  enactment  of  the  Securities  Acts  Amendments 
of  1975,  and  its  final  conclusions  and  recommendations  within  one  year 
of  such  date. 

PERIODICAL    AND    OTHER    REPORTS 

Sec.  13.  (a)  Every  issuer  of  a  security  registered  pursuant  to  sec- 
tion 12  of  this  title  shall  file  with  the  Commission,  in  accordance  with 
such  rules  and  regulations  as  the  Commission  may  prescribe  as  neces- 
sary or  appropriate  for  the  proper  protection  of  investors  and  to  in- 
sure fair  dealing  in  the  security— 

(1)  such  information  and  documents  (and  such  copies  thereof) 
as  the  Commission  shall  require  to  keep  reasonably  current  the 
information  and  documents  required  to  be  included  in  or  filed 
with  an  application  or  registration  statement  filed  pursuant  to 
section  12,  except  that  the  Commission  may  not  require  the  filing 
of  anv  material  contract  wholly  executed  before  July  1,  1962. 
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(2)   such  annual  reports  (and  such  copies  thereof),  certified 

if  required  by  the  rules  and  regulations  of  the  CommiFsion  bv 

independent  public  accountants,  and  such  quarterly  reports  (and 

such  copies  thereof) ,  a,s  the  Commission  may  prescribe. 

Every  issuer  of  a  security  registered  on  a  national  securities  exchange 

shall  also  file  a  duplicate  original  of  such  information,  documents,  and 

reports  with  the  exchange. 

(b)  (1)  The  Commission  may  prescribe,  in  regard  to  reports  made 
pursuant  to  this  title,  the  form  or  forms  in  which  the  required  infor- 
mation shall  be  set  forth,  the  items  or  details  to  be  shown  in  the 
balance  sheet  and  the  earning  statement,  and  the  methods  to  be 
followed  in  the  preparation  of  reports,  in  the  appraisal  or  valuation 
of  assets  and  liabilities,  in  the  determination  of  depreciation  and  de- 
pletion, in  the  differentiation  of  recurring  and  nonrecurring  income, 
in  the  differentiation  of  investment  and  operating  income,  and  in  the 
preparation,  where  the  Commission  deems  it  necessary  or  desirable,  of 
separate  and/or  consolidated  balance  sheets  or  income  accounts  of  any 
person  directly  or  indirectly  controlling  or  controlled  by  the  issuer, 
or  any  person  under  direct  or  indirect  common  control  with  the  issuer; 
but  in  the  case  of  the  reports  of  any  person  whose  methods  of  account- 
ing are  prescribed  under  the  provisions  of  any  law  of  the  United 
States,  or  any  rule  or  regulation  thereunder,  the  rules  and  regulations 
of  the  Commission  with  respect  to  reports  shall  not  be  inconsistent 
with  the  requirements  imposed  by  such  law  or  rule  or  regulation  in 
respect  of  the  same  subject  matter  (except  that  such  rules  and  regula- 
tions of  the  Commission  may  be  inconsistent  with  such  requirements 
to  the  extent  that  the  Commission  determines  that  the  public  interest 
or  the  protection  of  investors  so  requires) . 

(2)  Every  issuer  which  has  a  class  of  securitie^s  registered  pursuant 
to  section  12  of  this  title  and  every  issuer,  which  is  required  to  file 
reports  pursuant  to  section  15 (d)  of  this  title  shall — 

(A)  make  and  ke^p  books,  records,  and  accounts,  which,  in 
reasonable  detail,  accurately  and  fairly  reflect  the  transactions  and 
dispositions  of  the  assets  of  the  issuer;  and 

(B)  devise  and  maintain  a  system  of  internal  accounting  con- 
trols sufficient  to  provide  reasonable  assurances  that^ — 

(i)  transactions  are  executed  in  accordance  with  manage- 
ment's general  or  specific  authorization ; 

(ii)  transactions  are  recorded  as  necessary  (I)  to  permit 
preparation  of  financial  statements  in  conformity  with  gen- 
erally accepted  accounting  principles  or  any  other  criteria 
applicable  to  such  statements,  and  (II)  to  maintain  account- 
ability for  assets ; 

(iii)  access  to  assets  is  permitted  only  in  accordance  with 
management's  general  or  specific  authorization;  and 

(iv)  the  recorded  accountability  for  assets  is  compared 
with  the  existing  assets  at  reasonable  intervals  and  appro- 
priate action  is  taken  with  respect  to  any  differences. 

(3)  (A)  With  respect  to  matters  concerning  the  national  securitv 
of  the  United  States,  no  duty  or  liability  under  paragraph  (2)  of 
this  subsection  shall  be  imposed  upon  any  person  acting  in  coopera- 
tion with  the  head  of  any  Federal  department  or  agencv  responsible 
for  such  matters  if  such  act  in  cooperation  with  such  head  of  a  depai-t- 
ment  or  agency  was  done  upon  the  specific,  written  directive  of  the 
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head  of  such  department  or  agency  pursuant  to  Presidential  authority 
to  issue  such  directives.  Each  directive  issued  under  this  paragraph 
shall  set  forth  the  specific  facts  and  circiunstances  with  respect  to 
which  the  provisions  of  tliis  paragraph  are  to  be  invoked.  Each  such 
directive  shall,  luiless  renewed  in  writing,  expire  one  year  after  the 
date  of  issuance. 

(B)  Each  head  of  a  Federal  department  or  agency  of  the  United 
States  who  issues  a  directive  pursuant  to  this  paragraph  shall  main- 
tain a  complete  file  of  all  such  directives  and  shall,  on  October  1  of 
each  year,  transmit  a  smnmary  of  matters  covered  by  such  directives 
in  force  at  any  time  during  the  previous  year  to  the  Permanent  Select 
Committee  on  Intelligence  of  the  House  of  Eepesentatives  and  the 
Select  Connnittee  on  Intelligence  of  the  Senate. 

(c)  If  in  the  judgment  of  the  Commission  any  report  required  imder 
subsection  (a)  is  inapplicable  to  any  specified  class  or  classes  of 
issuers,  the  Commission  shall  require  in  lieu  thereof  of  ^  the  submis- 
sion of  such  reports  of  comparable  character  as  it  may  deem  applica- 
ble to  such  class  or  classes  of  issuers. 

(d)  (1)  Any  person  who,  after  acquiring  directly  or  indirectly  the 
beneficial  ownership  of  any  equity  security  of  a  class  which  is  regis- 
tered pursuant  to  section  12  of  this  title,  or  any  equity  security  of  an 
insurance  company  which  would  have  been  required  to  be  so  registered 
except  for  the  exemption  contained  in  section  12(g)  (2)  (G)  of  this 
title,  or  any  equity  security  issued  by  a  closed-end  investment  company 
registered  mider  the  Investment  Company  Act  of  1940,  is  directly  or 
indirectl}'  the  beneficial  owner  of  more  than  5  per  centum  of  such  class 
shall,  within  ten  days  after  such  acquisition,  send  to  the  issuer  of  the 
security  at  its  princii^al  executive  office,  by  registered  or  certified  mail, 
send  to  each  exchange  where  the  security  is  traded,  and  file  with  the 
Commission,  a  statement  containing  such  of  the  following  information, 
and  such  additional  information,  as  the  Commission  may  by  rules  and 
regulations,  prescribe  as  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors — 

(A)  the  backgound,  and  identity,  residence,  and  citizenship 
of,  and  the  nature  of  such  beneficial  ownei^ship  by,  such  person 
and  all  other  persons  by  whom  or  on  whose  behalf  the  purchases 
have  been  or  are  to  be  effected ; 

(B)  the  source  and  amount  of  the  funds  or  other  considera- 
tion used  or  to  be  used  in  making  the  purchases,  and  if  any  part 
of  the  purchase  price  is  represented  or  is  to  be  represented  by 
funds  or  other  consideration  borrowed  or  otherwise  obtained  for 
the  purpose  of  acquiring,  holding,  or  trading  such  security,  a 
descrij^tion  of  the  transaction  and  the  names  of  the  parties  thereto, 
except  that  where  a  source  of  funds  is  a  loan  made  in  the  ordinary 
course  of  business  by  a  bank,  as  defined  in  section  3(a)  (6)  of  this 
title,  if  the  person  filing  such  statement  so  requests,  the  name  of 
the  bank  shall  not  be  made  available  to  the  public ; 

(C)  if  the  purpose  of  the  purchases  or  prospective  purchases 
is  to  acquire  control  of  the  business  of  the  issuer  of  the  securities 
any  plans  or  proposals  which  such  persons  may  have  to  liquidate 
such  issuer,  to  sell  its  assets  to  or  merge  it  with  any  other  per- 
sons, or  to  make  any  other  major  change  in  its  business  or  corporate 
structure ; 

^  So  in  original. 
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(D)  the  number  of  shares  of  such  security  which  are  bene- 
ficially owned,  and  the  number  of  shares  concerning  which  there 
is  a  right  to  acquire,  directly  or  indirectly,  by  (i)  such  pei^son,  and 
(ii)  by  each  associate  of  such  person,  giving  the  background, 
identity,  residence,  and  citizenship  of  each  such  associate;  and 

(Vj)  infoi-mation  as  to  any  contracts,  arrangements,  or  under- 
standings with  any  person  with  respect  to  any  securities  of  the 
issuer,  including  but  not  limited  to  transfer  of  any  of  the  securi- 
ties, joint  ventures,  loan  or  option  arrangements,  puts  or  calls, 
guaranties  of  loans,  guaranties  against  loss  or  guaranties  of 
profits,  division  of  losses  or  profits,  or  the  giving  or  withholding 
of  proxies,  naming  the  persons  with  whom  such  contracts,  arrange- 
ments, or  understandings  have  been  entered  into,  and  giving  the 
details  thereof. 

(2)  If  any  material  change  occurs  in  the  facts  set  forth  in  the 
statements  to  the  issuer  and  the  exchange,  and  in  the  statement  filed 
with  the  Commission,  an  amendment  shall  be  transmitted  to  the  issuer 
and  the  exchange  and  shall  be  filed  with  the  Commission,  in  accordance 
with  such  rules  and  regulations  as  the  Commission  may  prescribe  as 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors. 

(3)  When  two  or  more  persons  act  as  a  partnersliip,  limited  partner- 
ship, syndicate,  or  other  group  for  the  purpose  of  acquiring,  holding, 
or  disposing  of  securities  of  an  issuer,  such  sjnidicate  or  group  shall 
be  deemed  a  "person"  for  the  purposes  of  this  subsection. 

(4)  In  determining,  for  purposes  of  this  subsection,  any  percentage 
of  a  class  of  any  security,  such  class  shall  be  deemed  to  consist  of  the 
amount  of  the  outstanding  securities  of  such  class,  exclusive  of  any 
securities  of  such  class  held  by  or  for  the  account  of  the  issuer  or  a 
subsidiary  of  the  issuer. 

(5)  The  Commission,  by  rule  or  regulation  or  by  order,  may  permit 
any  person  to  file  in  lieu  of  the  statement  required  by  paragraph  (1) 
of  this  subsection  or  the  rules  and  regulations  thereunder,  a  notice 
stating  the  name  of  such  person,  the  number  of  shares  of  any  equity 
securities  subject  to  paragraph  (1)  which  are  owned  by  him,  the  date 
of  their  acquisition  and  such  other  information  as  the  Commission  may 
specify,  if  it  appears  to  the  Commission  that  such  securities  were 
acquired  by  such  person  in  the  ordinary  course  of  his  business  and 
were  not  acquired  for  the  purpose  of  and  do  not  have  the  effect  of 
changing  or  influencing  the  control  of  the  issuer  nor  in  connection  with 
or  as  a  participant  in  any  transaction  having  such  purpose  or  effect. 

(6)  The  provisions  of  this  subsection  shall  not  apply  to — 

(A)  any  acquisition  or  offer  to  acquire  securities  made  or 
proposed  to  be  made  by  means  of  a  registration  statement  under 
the  Securities  Act  of  1933 ; 

(B)  any  acquisition  of  the  beneficial  ownership  of  a  security 
which,  together  with  all  other  acquisitions  by  the  same  person  of 
securities  of  the  same  class  during  the  preceding  twelve  months, 
does  not  exceed  2  per  centum  of  that  class ; 

(C)  any  acquisition  of  an  equity  security  by  the  issuer  of  such 
security; 

(D)  any  acquisition  or  proposed  acquisition  of  a  security  which 
the  Commission,  by  rules  or  regulations  or  by  order,  shall  exempt 
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from  the  provisions  of  this  subsection  as  not  entered  into  for  the 
purpose  of,  and  not  having  the  effect  of,  changing  or  influencing 
the  control  of  the  issuer  or  otherwise  as  not  comprehended  within 
the  purposes  of  this  subsection. 

(e)(1)  It  shall  be  unlawful  for  an  issuer  which  has  a  class  of 
equity  securities  registered  pursuant  to  section  12  of  this  title,  or  which 
is  a  closed-end  investment  company  registered  under  the  Investment 
Company  Act  of  1940,  to  purchase  any  equity  security  issued  by  it 
if  such  purchase  is  in  contravention  of  such  rules  and  regulations  as 
the  Commission,  in  the  public  interest  or  for  the  protection  of  in- 
vestors, may  adopt  (A)  to  define  acts  and  practices  which  are  fraudu- 
lent, deceptive,  or  manipulative,  and  (B)  to  prescribe  means  reason- 
ably designed  to  prevent  such  acts  and  practices.  Such  rules  and 
regulations  may  require  such  issuer  to  provide  holders  of  equity 
securities  of  such  class  with  such  information  relating  to  the  reasons 
for  such  purchase,  the  source  of  funds,  the  number  of  shares  to  be  pur- 
chased, the  price  to  be  paid  for  such  securities,  the  method  of  pur- 
chase, and  such  additional  information,  as  the  Commission  deems 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors,  or  which  the  Commission  deems  to  be  material  to  a 
<  letermination  whether  such  security  should  be  sold. 

(2)  For  the  purpose  of  this  subsection,  a  purchase  by  or  for  the 
issuer  or  ^ny  person  controlling,  controlled  by,  or  under  common 
control  with  the  issuer,  or  a  purchase  subject  to  control  of  the  issuer  or 
Miiy  such  person,  shall  be  deemed  to  be  a  purchase  by  the  issuer.  The 
Commission  shall  have  power  to  make  rules  and  regulations  imple- 
menting this  paragraph  in  the  public  interest  and  for  the  protection 
of  investors,  including  exemptive  rules  and  regulations  covering  situa- 
tions in  which  the  Commission  deems  it  unnecessary  or  inappropriate 
that  a  purchase  of  the  type  described  in  this  paragraph  shall  be  deemed 
to  be  a  purchase  by  the  issuer  for  purposes  of  some  or  all  of  the  provi- 
sions of  paragraph  (1)  of  this  subsection. 

(f)(1)  Every  institutional  investment  manager  which  uses  the 
mails,  or  any  means  or  instrumentality  of  interstate  commerce  in  the 
I'ourse  of  its  business  as  an  institutional  investment  manager  and 
which  exercises  investment  discretion  with  respect  to  accounts  holding 
equity  securities  of  a  class  described  in  section  13(d)  (1)  of  this  title 
having  an  aggregate  fair  market  value  on  the  last  trading  day  in  any 
of  the  preceding  twelve  months  of  at  least  $100,000,000  or  such  lesser 
amount  (but  in  no  case  less  than  $10,000,000)  as  the  Commission,  by 
7'ule,  may  determine,  shall  file  repoits  with  the  Commission  in  such 
form,  for  such  periods,  and  at  such  times  after  the  end  of  such  periods 
as  the  Commission,  by  rule,  may  prescribe,  but  in  no  event  shall  such 
reports  be  filed  for  periods  longer  than  one  year  or  shorter  than  one 
quarter.  Such  reports  shall  include  for  each  such  equity  security  held 
on  the  last  day  of  the  reporting  period  by  accounts  (in  aggregate  or  by 
type  as  the  Commission,  by  rule,  may  prescribe)  with  respect  to  which 
the  institutional  investment  manager  exercises  investment  discretion 
(other  than  securities  held  in  amounts  which  the  Commission,  by  rule, 
determines  to  be  insignificant  for  purposes  of  this  subsection),  the 
name  of  the  issuer  and  the  title,  class,  CUSIP  number,  number  of 
shares  or  principal  amount,  and  aggregate  fair  market  value  of  each 
such  security.  Such  reports  may  also  include  for  accounts  (in  aggre- 
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gate  or  by  type)  with  respect  to  which  the  institutional  investment 
manager  exercises  investment  discretion  such  of  the  following  infor- 
mation as  the  Commission,  by  rule,  prescribes — 

(A)  the  name  of  the  issuer  and  the  title,  class,  CUSIP  num- 
ber, number  of  shares  or  principal  amount,  and  aggregate  fair 
market  value  or  cost  or  amortized  cost  of  each  other  security 
(other  than  an  exempted  security)  held  on  the  last  day  of  the 
reporting  period  b}^  such  accounts ; 

(B)  the  aggregate  fair  market  value  or  cost  or  amortized  cost 
of  exempted  securities  (in  aggregate  or  by  class)  held  on  the 
last  day  of  the  reporting  period  by  such  accounts ; 

(C)  the  number  of  shares  of  each  equity  security  of  a  class 
described  in  section  13(d)  (1)  of  this  title  held  on  the  last  day  of 
the  reporting  period  by  such  accounts  with  respect  to  which  the 
institutional  investment  manager  possesses  sole  or  shared  author- 
ity to  exercise  the  voting  rights  evidenced  by  such  securities ; 

(D)  the  aggregate  purchases  and  aggregate  sales  during  the 
reporting  period  of  each  security  (other  than  an  exempted  secu- 
rity) effected  by  or  for  such  accounts;  and 

(E)  with  respect  to  any  transaction  or  series  of  transactions 
having  a  market  value  of  at  least  $500,000  or  such  other  amount 
as  the  Commission,  by  rule,  may  determine,  effected  during  the 
reporting  period  by  or  for  such  accounts  in  any  equity  security  of 
a  class  described  in  section  13(d)  (1)  of  this  title — 

(i)  the  name  of  the  issuer  and  the  title,  class,  and  CUSIP 
number  of  the  security ; 

(ii)  the  number  of  shares  or  principal  amount  of  the  secu- 
rity involved  in  the  transaction  : 

nii)  whether  the  transaction  was  a  purchase  or  sale; 

(iv)  the  per  share  price  or  prices  at  which  the  transaction 
was  effected ; 

( v)  the  date  or  dates  of  the  transaction ; 

(vi)  the  date  or  dates  of  the  settlement  of  the  transaction; 

(vii)  the  broker  or  dealer  through  whom  the  transaction 
was  effected ; 

(viii)  the  market  or  markets  in  which  the  transaction  was 
effected;  and 
«  (ix)  such  other  related  information  as  the  Commission,  by 

rule,  may  prescribe. 

(2)  The  Commission,  l)y  rule  or  order,  may  exempt,  conditionally 
or  unconditionally,  any  institutional  investment  manager  or  security 
or  any  class  of  institutional  investment  managers  or  securities  from 
any  or  all  of  the  provisions  of  this  subsection  or  the  rules  thereunder. 

(3)  The  Commission  shall  make  available  to  the  public  for  a  reason- 
able fee  a  list  of  all  equity  securities  of  a  class  described  in  section 
13(d)(1)  of  this  title,  updated  no  less  frequently  than  reports  are 
required  to  be  filed  pursuant  to  paragraph  ( 1 )  of  this  subsection.  The 
Commission  shall  tabulate  the  information  contained  in  any  report 
filed  pursuant  to  this  subsection  in  a  manner  which  will,  in  the  view  of 
the  Commission,  maximize  the  usefulness  of  the  information  to  other 
Federal  and  State  authorities  and  the  public.  Promptly  after  the  filing 
of  any  such  report,  the  Commission  shall  make  the  information  con- 
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tained  therein  conveniently  available  to  the  public  for  a  reasonable  fee 
in  such  form  as  the  Commission,  by  rule,  may  prescribe,  except  that  the 
Commission,  as  it  determines  to  be  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors,  may  delay  or  prevent 
public  disclosure  of  any  such  information  in  accordance  with  section 
552  of  title  5,  United  States  Code.  Notwithstanding  the  preceding 
sentence,  any  such  information  identifying  the  securities  held  by  the 
account  of  a  natural  person  or  an  estate  or  trust  (other  than  a  business 
trust  or  investment  company)  shall  not  be  disclosed  to  the  public. 

(4)  In  exercising  its  authority  under  this  subsection,  the  Commis- 
sion shall  determine  (and  so  state)  that  its  action  is  necessary  or  appro- 
priate in  the  public  interest  and  for  the  protection  of  investors  or  to 
maintain  fair  and  orderly  markets  or,  in  granting  an  exemption, 
that  its  action  is  consistent  with  the  protection  of  investors  and  the 
purposes  of  this  subsection.  In  exercising  such  authority  the  Commis- 
sion shall  take  such  steps  as  are  within  its  power,  including  consulting 
with  the  Comptroller  General  of  the  United  States,  the  Director  of  the 
Office  of  Management  and  Budget,  the  appropriate  regulatory  agen- 
cies. Federal  and  State  authorities  which,  directly  or  indirectly, 
require  reports  from  institutional  investment  managers  of  information 
substantially  similar  to  that  called  for  by  this  subsection,  national 
securities  exchanges,  and  registered  securities  associations,  (A)  to 
achieve  uniform,  centralized  reporting  of  information  concerning  the 
securities  holdings  of  and  transactions  by  or  for  accounts  with  respect 
to  which  institutional  investment  managers  exercise  investment  dis- 
cretion, and  (B)  consistently  with  the  objective  set  forth  in  the 
preceding  subparagraph,  to  avoid  unnecessarily  duplicative  reporting 
by,  and  minimize  the  compliance  burden  on,  institutional  investment 
managers.  Federal  authorities  which,  directly  or  indirectly,  require 
reports  from  institutional  investment  managers  of  information  sub- 
stantially similar  to  that  called  for  by  this  subsection  shall  cooperate 
with  the  Commission  in  the  performance  of  its  responsibilities  under 
the  preceding  sentence.  An  institutional  investment  manager  which  is 
a  bank,  the  deposits  of  which  are  insured  in  accordance  with  the  Fed- 
eral Deposit  Insurance  Act,  shall  file  with  the  appropriate  regulatory 
agency  a  copy  of  every  report  filed  with  the  Commission  pursuant  to 
this  subsection. 

(5)  (A)  For  purposes  of  this  subsection  the  term  "institutional 
investment  manager"  includes  any  person,  other  than  a  natural  person, 
investing  in  or  buying  and  selling  securities  for  its  own  account,  and 
any  person  exercising  investment  discretion  with  respect  to  the  account 
of  any  other  person. 

( B )  The  Commission  shall  adopt  such  rules  as  it  deems  necessary 
or  appropriate  to  prevent  duplicative  reporting  pursuant  to  this  sub- 
section by  two  or  more  institutional  investment  managers  exercising 
investment  discretion  with  respect  to  the  same  amount. 

(g)(1)  Any  person  who  is  directly  or  indirectly  the  beneficial 
owner  of  more  than  5  per  centimi  of  any  security  of  a  class  described 
in  subsection  (d)  (1)  of  this  section  shall  send  to  the  issuer  of  the 
security  and  shall  file  with  the  Commission  a  statement  setting  forth, 
in  such  form  and  at  such  time  as  the  Commission  may,  by  rule, 
prescribe — 

(A)  such  person's  identity,  residence,  and  citizenship ;  and 
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(B)  the  number  and  description  of  the  shares  in  which  such 
person  has  an  interest  and  the  nature  of  such  interest. 

(2)  If  any  material  change  occurs  in  the  facts  set  forth  in  the 
statement  sent  to  the  issuer  and  filed  with  the  Commission,  an  amend- 
ment shall  be  transmitted  to  the  issuer  and  shall  be  filed  with  the 
Commission,  in  accordance  with  such  rules  and  reticulations  as  the 
Commission  may  prescribe  as  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors. 

(3)  When  two  or  more  persons  act  as  a  partnership,  limited  part- 
nership, syndicate,  or  other  group  for  the  purpose  of  acquiring,  hold- 
ing, or  disposing  of  securities  of  an  issuer,  such  syndicate  or  group 
shall  be  deemed  a  "person"  for  the  purposes  of  this  subsection. 

(4)  In  determining,  for  purposes  of  this  subsection,  any  percentage 
of  a  class  of  any  security,  such  class  shall  be  deemed  to  consist  of  the 
amount  of  the  outstanding  securities  of  such  class,  exclusive  of  any 
securities  of  such  class  held  by  or  for  the  account  of  the  issuer  or  a 
subsidiary  of  the  issuer. 

(5)  In  exercising  its  authority  under  this  subsection,  the  Commis- 
sion shall  take  such  steps  as  it  deems  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  (A)  to  achieve  cen- 
tralized reporting  of  information  regarding  ownership,  (B)  to  avoid 
unnecessarily  duplicative  reporting  by  and  minimize  the  compliance 
burden  on  persons  required  to  report,  and  (C)  to  tabulate  and 
promptly  make  available  the  information  contained  in  any  report  filed 
pursuant  to  this  subsection  in  a  manner  which  will,  in  the  view  of  the 
Commission,  maximize  the  usefulness  of  the  infonnation  to  other 
Federal  and  State  agencies  and  the  public. 

(6)  The  Commission  may,  by  rule  or  order,  exempt,  in  whole  or  in 
part,  any  person  or  class  of  persons  from  any  or  all  of  the  reporting 
requirements  of  this  subsection  as  it  deems  necessary'  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investoi*s. 

(h)  The  Commission  shall  report  to  the  Congress  within  thirty 
months  of  the  date  of  enactment  of  this  subsection  with  respect  to  (1) 
the  effectiveness  of  the  ownership  reporting  requirements  contained  in 
this  title,  and  (2)  the  desirability  and  the  feasibility  of  reducing  or 
otherwise  modifying  the  5  per  centum  threshold  used  in  subsections 
(d)  (1)  and  (g)  (1)  of  this  section,  giving  appropriate  consideration 
to — 

(A)  the  incidence  of  avoidance  of  reporting  by  beneficial  own- 
ers using  multiple  holdei*s  of  record ; 

(B)  the  cost  of  compliance  to  persons  required  to  report ; 

(C)  the  cost  to  issuei-s  and  others  of  processing  and  dissemi- 
nating the  reported  information ; 

(D)  the  effect  of  such  action  on  the  securities  markets,  includ- 
ing the  system  for  the  clearance  and  settlement  of  securities  trans- 
actions ; 

(E)  the  benefits  to  investors  and  to  the  public ; 

(F)  any  bona  fide  interests  of  individuals  in  the  privacy  of 
their  financial  affairs ; 

(G)  the  extent  to  which  such  reported  information  gives  or 
would  give  any  person  an  undue  advantage  in  connection  with 
activities  subject  to  sections  13(d)  and  14(d)  of  this  title; 

(H)  the  need  for  such  information  in  connection  with  the 
administration  and  enforcement  of  this  title :  and 
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(I)  such  other  matters  as  the  Commission  may  deem  relevant, 
inchiding  the  information  obtained  pursuant  to  section  13(f)  of 
this  title. 
Sec.  14.  (a)  It  shall  be  unlawful  for  any  person,  by  the  use  of  the 
mails  or  by  any  means  or  instrumentality  of  interstate  commerce  or  of 
any  facility  of  a  national  securities  exchange  or  otherwise,  in  contra- 
vention of  such  rules  and  regulations  as  the  Commission  may  pre- 
scribe as  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors,  to  solicit  or  to  permit  the  use  of  his  name  to 
solicit  any  proxy  or  consent  or  authorization  in  respect  of  any  security 
(other  than  an  exempted  security)  registered  pursuant  to  section  12 
of  this  title. 

(b)  It  shall  be  unlawful  for  any  member  of  a  national  securities 
exchange,  or  any  broker  or  dealer  registered  under  this  title,  in  con- 
travention of  such  rules  and  regulations  as  the  Commission  may  pre.- 
scribe  as  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  to  give,  or  to  refrain  from  giving  a  proxy,  consent, 
or  authorization  in  respect  of  any  security  registered  pursuant  to  sec- 
tion 12  of  this  title  and  carried  for  the  account  of  a  customer. 

(c)  Unless  proxies,  consents,  or  authorizations  in  respect  of  a  se- 
curity registered  pursuant  to  section  12  of  this  title  are  solicited  by  or 
on  behalf  of  the  management  of  the  issuer  from  the  holders  of  record 
of  such  security  in  accordance  with  the  rules  and  regulations  pre- 
scribed under  subsection  (a)  of  this  section,  prior  to  any  annual  or 
other  meeting  of  the  holders  of  such  security,  such  issuer  shall,  in 
accordance  with  rules  and  regulations  prescribed  by  the  Commission, 
file  with  the  Commission  and  transmit  to  all  holders  of  record  of  such 
security  information  substantially  equivalent  to  the  information 
which  would  be  required  to  be  transmitted  if  a  solicitation  were  made, 
but  no  information  shall  be  required  to  be  filed  or  transmitted  pur- 
suant to  this  subsection  before  July  1, 1964. 

(d)  (1)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly, 
by  use  of  the  mails  or  by  any  means  or  instrumentality  of  interstate 
commerce  or  of  any  facility  of  a  national  securities  exchange  or  other- 
wise, to  make  a  tender  offer  for,  or  a  request  or  invitation  for  tenders 
of,  any  class  of  any  equity  security  which  is  registered  pursuant  to 
section  12  of  this  title,  or  any  equity  security  of  an  insurance  company 
which  would  have  been  required  to  be  so  registered  except  for  the 
exemption  contained  in  section  12  (g)  (2)  (G)  of  this  title,  or  any  equity 
security  issued  by  a  closed-end  investment  company  registered  under 
the  Investment  Company  Act  of  1940,  if,  after  consummation  thereof, 
such  person  would,  directly  or  indirectly,  be  the  beneficial  owner  of 
more  than  5  per  centum  of  such  class,  unless  at  the  time  copies  of  the 
offer  or  request  or  invitation  are  first  published  or  sent  or  given  to 
security  holders  such  person  has  filed  with  the  Commission  a  state- 
ment containing  such  of  the  information  specified  in  section  13(d)  of 
this  title,  and  such  additional  information  as  the  Commission  may  by 
rules  and  regulations  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors.  All  requests  or  in- 
vitations for  tenders  or  advertisements  making  a  tender  offer  or  re- 
questing or  inviting  tenders,  of  such  a  security  shall  be  filed  as  a  part  of 
such  statement  and  shall  contain  such  of  the  information  contained  in 
such  statement  as  the  Commission  may  by  rules  and  regulations  pre- 
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scribe.  Copies  of  any  additional  material  soliciting  or  requesting  such 
tender  offers  subsequent  to  th(*  initial  solicitation  or  request  shall  con- 
tain such  information  as  the  Commission  may  by  rules  and  regulations 
prescribe  as  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors,  and  shall  be  filed  with  the  Commission  not  later 
than  the  time  copies  of  such  material  are  first  published  or  sent  or  given 
to  security  holders.  Copies  of  all  statements,  in  the  form  in  which  such 
material  is  furnished  to  sex3urity  holders  and  the  Commission,  shall  be 
sent  to  the  issuer  not  later  than  the  date  such  material  is  first  published 
or  sent  or  given  to  any  security  holders. 

(2)  Wlien  two  or  more  pei*sons  act  as  a  partnership,  limited  part- 
nership, syndicate,  or  other  group  for  the  purpose  of  acquiring, 
holding,  or  disposing  of  securities  of  an  issuer,  such  syndicate  or 
group  shall  be  deemed  a  ''person''  for  purposes  of  this  subsection. 

(3)  In  determining,  for  purposes  of  this  subsection,  any  percent- 
age of  a  class  of  any  security,  such  class  sliall  be  deemed  to  consist  of 
the  amount  of  the  outstanding  securities  of  such  class,  exclusive  of 
any  securities  of  such  class  held  by  or  for  the  account  of  the  issuer  or 
A  subsidiary  of  the  issuer. 

(4)  Any  solicitation  or  recommendation  (o  the  holders  of  such 
a  security  to  accept  or  reject  a  tender  offer  or  request  or  invitation  for 
tenders  shall  be  made  in  accordance  with  such  rules  and  regulations 
as  the  Commission  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors. 

(5)  Securities  deposited  pursuant  to  a  tender  offer  or  request  or 
invitation  for  tenders  may  be  withdrawn  by  or  on  behalf  of  the  de- 
positor at  any  time  until  the  expiration  of  seven  days  after  the  time 
definitive  copies  of  the  offer  or  request  or  invitation  are  first  published 
or  sent  or  given  to  security  holders,  and  at  any  time  after  sixty  days 
from  the  da^e  of  the  original  tender  offer  or  request  or  invitation,  ex- 
cept as  the  Commission  may  otherwise  prescribe  by  rules,  regulations, 
or  order  as  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors. 

(6)  IVhere  any  person  makes  a  tender  offer,  or  request  or  invitation 
for  tenders,  for  less  than  all  the  outstanding  equity  securities  of 
a  class,  and  where  a  greater  number  of  securities  is  deposited  pursuant 
thereto  within  ten  days  after  copies  of  the  offer  or  request  or  invita- 
tion are  first  published  or  sent  or  given  to  security  holders  than  such 
person  is  bound  or  willing  to  take  up  and  pay  for,  the  securities  taken 
up  shall  be  taken  up  as  nearly  as  may  be  pro  rata,  disregarding  frac- 
tions, according  to  the  number  of  securities  deposited  by  each  de- 
positor. The  provisions  of  this  subsection  shall  also  apply  to  securities 
deposited  within  ten  days  after  notice  of  an  increase  in  the  considera- 
tion offered  to  security  holders,  as  described  in  paragraph  (7),  is  first 
published  or  sent  or  given  to  security  holders. 

(7)  Where  any  person  varies  the  terms  of  a  tender  offer  or  request 
or  invitation  for  tenders  before  the  expiration  thereof  by  increasing 
the  consideration  offered  to  holders  of  such  securities,  such  person  shall 
pay  the  increased  consideration  to  each  security  holder  whose  securities 
are  taken  up  and  paid  for  pursuant  to  the  tender  offer  or  request  or 
invitation  for  tenders  whether  or  not  such  securities  have  been  taken 
up  by  such  person  before  the  variation  of  the  tender  offer  or  request 
or  invitation. 
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(8)  The  provisions  of  this  subsection  shall  not  apply  to  any  offer  for, 
or  request  or  invitation  for  tenders  of,  any  security — 

(A)  if  the  acquisition  of  such  security,  together  ^vith  all  other 
acquisitions  by  the  same  person  of  securities  of  the  same  class 
during  the  preceding  twelve  months,  would  not  exceed  2  per 
centum  of  that  class ; 

(B)  by  the  issuer  of  such  security ;  or 

(C)  which  the  Commission,  by  rules  or  regulations  or  by  order, 
shall  exempt  from  the  provisions  of  this  subsection  as  not  entered 
into  for  the  purpose  of,  and  not  having  the  effect  of,  changing  or 
influencing  the  control  of  the  issuer  or  otherwise  as  not  compre- 
hended within  the  purposes  of  this  subsection. 

(e)  It  shall  be  unlawful  for  any  person  to  make  any  untrue  state- 
ment of  a  material  fact  or  omit  to  state  any  material  fact  necessary  in 
order  to  make  the  statements  made,  in  the  light  of  the  circumstances 
under  which  they  are  made,  not  misleading,  or  to  engage  in  any  fraud- 
ulent, deceptive,  or  manipulative  acts  or  practices,  in  connection  with 
any  tender  offer  or  request  or  invitation  for  tenders,  or  any  solicitation 
of  security  holders  in  opposition  to  or  in  favor  of  any  such  offer,  re- 
quest, or  invitation.  The  Commission  shall,  for  the  purposes  of  this 
subsection,  by  rules  and  regulations  define,  and  prescribe  means  reason- 
ably designed  to  prevent,  such  acts  and  practices  as  are  fraudulent,  de- 
ceptive, or  manipulative. 

(f)  If,  pursuant  to  any  arrangement  or  understanding  with  the 
person  or  persons  acquiring  securities  in  a  transaction  subject  to  sub- 
section (d)  of  this  section  or  subsection  (d)  of  section  13  of  this  title, 
any  pereons  are  to  be  elected  or  designated  as  directors  of  the  issuer, 
otherwise  than  at  a  meeting  of  security  holders,  and  the  persons  so 
elected  or  designated  will  constitute  a  majority  of  the  directors  of  the 
issuer,  then,  prior  to  the  time  any  such  person  takes  office  as  a  director, 
and  in  accordance  with  rules  and  regulations  prescribed  by  the  Com- 
mission, the  issuer  shall  file  with  the  Commission,  and  transmit  to  all 
holders  of  record  of  securities  of  the  issuer  who  would  be  entitled  to 
vote  at  a  meeting  for  election  of  directors,  information  substantially 
equivalent  to  the  information  which  would  be  required  by  subsection 
(a)  or  (c)  of  this  section  to  be  transmitted  if  such  person  or  persons 
where  nominees  for  election  as  directors  at  a  meeting  of  such  security 
holders. 

REGISTRATION  AND  REGULATION  OF  BROKERS  AND  DEALERS 

Sec.  15.  (a)  (1)  It  shall  be  unlawful  for  any  broker  or  dealer  which 
is  either  a  person  other  than  a  natural  person  or  a  natural  person  not 
associated  with  a  broker  or  dealer  which  is  a  person  other  than  a 
natural  person  (other  than  such  a  broker  or  dealer  whose  business  is 
exclusively  intrastate  and  who  does  not  make  use  of  any  facility  of  a 
national  securities  exchange)  to  make  use  of  the  mails  or  any  means  or 
instrumentality  of  interstate  commerce  to  effect  any  transactions  in, 
or  to  induce  or  attempt  to  induce  the  purchase  or  sale  of,  any  security 
(other  than  an  exempted  security  or  commercial  paper,  bankers'  ac- 
ceptances, or  commercial  bills)  unless  such  broker  or  dealer  is  regis- 
tered in  accordance  with  subsection  (b)  of  this  section. 

(2)  The  Commission,  by  rule  or  order,  as  it  deems  consistent  with 
the  public  interest  and  the  protection  of  investors,  may  conditionally 


82 

or  unconditionally  exempt  from  paragraph  (1)  of  this  subsection  any 
broker  or  dealer  or  class  of  brokers  or  dealers  specified  in  such  rule 
or  order. 

(b)  (1)  A  broker  or  dealer  may  be  registered  by  filing  with  the 
Commission  an  application  for  registration  in  such  form  and  contain- 
ing such  information  and  documents  concerning  such  broker  or  dealer 
and  any  persons  associated  with  such  broker  or  dealer  as  the  Com- 
mission, by  rule,  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors.  Within  forty-five 
days  of  the  date  of  the  filing  of  such  application  (or  within  such  longer 
period  as  to  which  the  applicant  consents),  the  Commission  shall — 

(A)  by  order  grant  registration,  or 

(B)  institute  proceedings  to  determine  whether  registration 
should  be  denied.  Such  proceedings  shall  include  notice  of  the 
grounds  for  denial  under  consideration  and  opportunity  for 
hearing  and  shall  be  concluded  within  one  hundred  twenty  days 
of  the  date  of  the  filing  of  the  application  for  registration.  At  the 
conclusion  of  such  proceedings,  the  Commission,  by  order,  shall 
grant  or  deny  such  registration.  The  Commission  may  extend 
the  time  for  conclusion  of  such  proceedings  for  up  to  ninety  days 
if  it  finds  good  cause  for  such  extension  and  publishes  its  reasons 
for  so  finding  or  for  such  longer  period  as  to  whicli  the  applicant 
consents. 

The  Commission  shall  grant  such  registration  if  the  Commission 
finds  that  the  requirements  of  this  section  are  satisfied.  The  Commis- 
sion shall  deny  such  registration  if  it  does  not  make  such  a  finding  or 
if  it  finds  that  if  the  applicant  were  so  registered,  its  registration 
would  be  subject  to  suspension  or  revocation  under  paragraph  (4) 
of  this  subsection. 

(2)  (A)  An  application  for  registration  of  a  broker  or  dealer  to 
be  formed  or  organized  may  be  made  by  a  broker  or  dealer  to  which 
the  broker  or  dealer  to  be  formed  or  organized  is  to  be  the  successor. 
Such  application,  in  such  form  as  the  Commission,  by  rule,  may  pre- 
scribe, shall  contain  such  information  and  documents  concerning  the 
applicant,  the  successor,  and  any  persons  associated  with  the  appli- 
cant or  the  successor,  as  the  Commission,  by  rule,  may  prescribe  as 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors.  The  grant  or  denial  of  registration  to  such  an  applicant 
shall  be  in  accordance  with  the  procedures  set  forth  in  paragraph 
(1)  of  this  subsection.  If  the  Commission  grants  such  registration, 
the  registration  shall  terminate  on  the  forty-fifth  day  after  the  effec- 
tive date  thereof,  unless  prior  thereto  the  successor  shall,  in  accord- 
ance with  such  rules  and  regulations  as  the  Commission  may  prescribe, 
adopt  the  application  for  registration  as  its  own. 

(B)  Any  person  who  is  a  broker  or  dealer  solely  by  reason  of  act- 
ing as  a  municipal  securities  dealer  or  municipal  securities  broker, 
who  so  acts  through  a  separately  identifiable  department  or  division, 
and  who  so  acted  in  such  a  manner  on  the  date  of  enactment  of  the 
Securities  Acts  Amendments  of  1975,  may,  in  accordance  with  such 
terms  and  conditions  as  the  Commission,  by  rule,  prescribes  as  neces- 
sary and  appropriate  in  the  public  interest  and  for  the  protection  of 
investors,  register  such  separately  identifiable  department  or  division 
in  accordance  with  this  subsection.  If  any  such  department  or  division 
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is  so  registered,  the  department  or  division  and  not  such  person  him- 
self shall  be  the  broker  or  dealer  for  purposes  of  this  title. 

(C)  Within  six  months  of  the  date  of  the  granting  of  registration 
to  a  broker  or  dealer,  the  Commission,  or  upon  the  authorization  and 
direction  of  the  Commission,  a  registered  securities  association  or 
national  securities  exchange  of  which  such  broker  or  dealer  is  a  mem- 
ber, shall  conduct  an  inspection  of  the  broker  or  dealer  to  determine 
whether  it  is  operating  in  conformity  with  the  provisions  of  this  title 
and  the  rules  and  regulations  thereunder:  Provided^  however^  That 
the  Commission  may  delay  such  inspection  of  any  class  of  brokers  or 
dealers  for  a  period  not  to  exceed  six  months. 

(3)  Any  provision  of  this  title  (other  than  section  6  and  subsection 
(a)  of  this  section)  which  prohibits  any  act,  practice,  or  course  of 
business  if  the  mails  or  any  means  or  instrumentality  of  interstate 
commerce  is  used  in  connection  therewith  shall  also  prohibit  any  such 
act,  practice,  or  course  of  business  by  any  registered  broker  or  dealer 
or  any  person  acting  on  behalf  of  such  a  broker  or  dealer,  irrespective 
of  any  use  of  the  mails  or  any  means  or  instrumentality  of  interstate 
commerce  in  connection  therewith. 

(4)  The  Commission,  by  order,  shall  censure,  place  limitations  on 
the  activities,  functions,  or  operations  of,  suspend  for  a  period  not 
exceeding  twelve  months,  or  revoke  the  registration  of  any  broker  or 
dealer  if  it  finds,  on  the  record  after  notice  and  opportunity  for  hear- 
ing, that  such  censure,  placing  of  limitations,  suspension,  or  revoca- 
tion is  in  the  public  interest  and  that  such  broker  or  dealer,  whether 
prior  or  subsequent  to  becoming  such,  or  any  person  associated  with 
such  broker  or  dealer,  whether  prior  or  subsequent  to  becoming  so 
associated — 

(A)  has  willfully  made  or  caused  to  be  made  in  any  applica- 
tion for  registration  or  report  required  to  be  filed  with  the  Com- 
mission under  this  title,  or  in  any  proceeding  before  the  Commis- 
sion with  respect  to  registration,  any  statement  which  was  at  the 
time  and  in  the  lig'ht  of  the  circumstances  under  which  it  was  made 
false  or  misleading  with  respect  to  any  material  fact,  or  has 
omitted  to  state  in  any  such  application  or  report  any  material 
fact  which  is  required  to  be  stated  therein. 

(B)  has  been  convicted  within  ten  years  preceding  the  filing 
of  any  application  for  registration  or  at  any  time  thereafter  of 
any  felony  or  misdemeanor  which  the  Commission  finds — 

(i)  involves  the  purchase  or  sale  of  any  security,  the  tak- 
ing of  a  false  oath,  the  making  of  a  false  report,  bribery,  per- 
jury, burglary,  or  conspiracy  to  commit  any  such  offense; 

(ii)  arises  out  of  the  conduct  of  the  business  of  a  broker, 
dealer,  municipal  securities  dealer,  investment  adviser,  bank, 
insurance  company,  or  fiduciary ; 

(iii)  involves  the  larceny,  theft,  robbery,  extortion,  forgery, 
counterfeiting,  fraudulent  concealment,  embezzlement,  fraud- 
ulent conversion,  or  misappropriation  of  funds,  or  securities ; 
or 

(iv)  involves  the  violation  of  section  152,  1341,  1342,  or 
1343  or  chapter  25  or  47  of  title  18,  United  States  Code. 

(C)  is  permanently  or  temporarily  enjoined  by  order,  judg- 
ment, or  decree  of  any  court  of  competent  jurisdiction  from  acting 
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as  an  investment  adviser,  underwriter,  broker,  dealer,  or  munici- 
pal securities  dealer,  or  as  an  affiliated  person  or  employee  of  any 
investment  company,  bank,  or  insurance  company,  or  from  engag- 
ing in  or  continuing  any  conduct  or  practice  in  connection  with 
any  such  activity,  or  in  connection  with  the  purchase  or  sale  of 
any  security. 

(D)  has  willfully  violated  any  provision  of  the  Securities  Act 
of  1933,  the  Investment  Advisers  Act  of  1940,  the  Investment 
Company  Act  of  1940,  this  title,  the  rules  or  regulations  under  any 
of  such  statutes,  or  the  rules  of  the  Municipal  Securities  Kule- 
making  Board,  or  is  unable  to  comply  with  any  such  provision. 

(E)  has  willfully  aided,  abetted,  counseled,  commanded,  in- 
duced, or  procured  the  violation  by  any  other  person  of  any  pro- 
vision of  the  Securities  Act  of  1933,  the  Investment  Advisers  Act 
of  1940,  the  Investment  Company  Act  of  1940,  this  title,  the  rules 
or  regrilations  under  any  of  such  statutes,  or  the  rules  of  the 
Municipal  Securities  Rulemaking  Board,  or  has  failed  reasonably 
to  supervise,  with  a  view  to  preventing  violations  of  the  provisions 
of  such  statutes,  rules,  and  regulations,  another  person  who  com- 
mits such  a  violation,  if  such  other  person  is  subject  to  his  super- 
vision. For  the  purposes  of  this  subparagraph  (E)  no  person  shall 
be  deemed  to  have  failed  reasonably  to  supervise  any  other  per- 
son, if — 

(i)  there  have  been  established  procedures,  and  a  system 
for  applying  such  procedures,  which  would  reasonably  be 
expected  to  prevent  and  detect,  insofar  as  practicable,  any 
such  violation  by  such  other  person,  and 

(ii)  such  person  has  reasonably  discharged  the  duties 
and  obligations  incumbent  upon  him  by  reason  of  such  pro- 
cedures and  system  without  reasonable  cause  to  believe  that 
such  procedures  and  system  were  not  being  complied  with. 

(F)  is  subject  to  an  order  of  the  Commission  entered  pur- 
suant to  paragraph  (6)  of  this  subsection  (b)  barring  or  sus- 
pending the  right  of  such  person  to  be  associated  with  a  broker 
or  dealer. 

(5)  Pending  final  determination  whether  any  registration  under 
this  subsection  shall  be  revoked,  the  Commission,  by  order,  may 
suspend  such  registration,  if  such  suspension  appears  to  the  Com- 
mission, after  notice  and  opportunity  for  hearing,  to  be  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection  of  investors. 
Any  registered  broker  or  dealer  may,  upon  such  terms  and  condi- 
tions as  the  Commission  deems  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors,  withdraw  from  registra- 
tion by  filing  a  written  notice  of  withdrawal  with  the  Commission. 
If  the  Commission  finds  that  any  registered  broker  or  dealer  is  no 
longer  in  existence  or  has  ceased  to  do  business  as  a  broker  or  dealer, 
the  Commission,  by  order,  shall  cancel  the  registration  of  such  broker 
or  dealer. 

(6)  The  Commission,  by  order,  shall  censure  or  place  limitations  on 
the  activities  or  functions  of  any  person  associated,  or  seeking  to 
become  associated,  with  a  broker  or  dealer,  or  suspend  for  a  period 
not  exceeding  twelve  months  or  bar  any  such  person  from  being 
associated  with  a  broker  or  dealer,  if  the  Commission  finds,  on  the 
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ix>cord  after  notice  and  opportunity  for  hearing,  that  such  censure, 
placing  of  limitations,  suspension,  or  bar  is  in  the  public  interest  and 
that  such  person  has  committed  or  omitted  any  act  or  omission  enumer- 
ated in  subparagraph  (A),  (D),  or  (E)  of  paragraph  (4)  of  this 
subsection,  has  been  convicted  of  any  offense  specified  in  subpara- 
graph (B)  of  said  paragraph  (4)  within  ten  years  of  the  commence- 
ment of  the  proceedings  under  this  paragraph,  or  is  enjoined  from  any 
action,  conduct,  or  practice  specified  in  subparagraph  (C)  of  said 
paragraph  (4) .  It  shall  be  unlawful  for  any  person  as  to  whom  such 
an  order  suspending  or  barring  him  from  being  associated  with  a 
broker  or  dealer  is  in  effect  willfully  to  become,  or  to  be,  associated 
with  a  broker  or  dealer  without  the  consent  of  the  Commission,  and 
it  shall  be  unlawful  for  any  broker  or  dealer  to  permit  such  a 
person  to  become,  or  remain,  a  person  associated  with  him  without  the 
consent  of  the  Commission,  if  such  broker  or  dealer  knew,  or  in  the 
exercise  of  reasonable  care  should  have  known,  of  such  order. 

(7)  No  registered  broker  or  dealer  shall  effect  any  transaction  in, 
or  induce  the  purchase  or  sale  of,  any  security  unless  such  broker  or 
dealer  meets  such  standards  of  operational  capa^bility  and  such  broker 
or  dealer  and  all  natural  persons  associated  with  such  broker  or  dealer 
meet  such  standards  of  training,  experience,  competence,  and  such 
other  qualifications  as  the  Commission  finds  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors.  The  Commis- 
sion shall  estaJbliSh  such  standards  by  rules  and  regulations,  which 
may— 

(A)  specify  that  all  or  any  portion  of  such  standards  sihall 
be  applicable  to  any  class  of  brokers  and  dealers  and  persons 
associated  with  brokers  and  dealers ; 

(B)  require  persons  in  any  such  class  to  pass  tests  prescribed 
in  accordance  with  such  rules  and  regulations,  which  te^s  shall, 
with  respect  to  any  class  of  partners,  officers,  or  supervisory  em- 
ployees (which  latter  term  may  be  defined  by  the  Conmiission's 
rules  and  regulations  and  as  so  defined  shall  include  branch  man- 
agers of  brokers  or  dealers)  engaged  in  the  management  of  the 
broker  or  dealer,  include  questions  relating  to  bookkeeping,  ac- 
counting, internal  control  over  cash  and  securities,  supervision 
of  employees,  maintenance  of  records,  and  other  appropriate  mat- 
ters; and 

(C)  provide  that  persons  in  any  such  class  other  than  brokers 
and  dealers  and  partners,  officers,  and  supervisory  employees  of 
brokers  or  dealers,  may  be  qualified  solely  on  the  basis  of  compli- 
ance with  such  standards  of  training  and  such  other  qualifications 
as  the  Commission  finds  appropriate. 

The  Commission,  by  rule,  may  prescribe  reasonable  fees  and  charges 
to  defray  its  costs  in  carrying  out  this  paragraph,  including,  but  not 
limited  to,  fees  for  any  test  administered  by  it  or  under  its  direction. 
The  Commission  may  cooperate  with  registered  securities  associations 
and  national  securities  exchanges  in  devising  and  administering  tests 
and  may  require  registered  brokers  and  dealers  and  persons  associated 
with  such  brokers  and  dealers  to  pass  tests  administered  by  or  on 
behalf  of  any  such  association  or  exchange  and  to  pay  such  association 
or  exchange  reasonable  f e*^s  or  charges  to  defray  the  costs  incurred  by 
such  association  or  exchange  in  administering  such  tests. 
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(8)  In  addition  to  the  fees  and  charges  authorized  by  paragraph 
(7)  of  this  subsection,  each  registered  broker  or  dealer  not  a  membei 
of  a  registered  securities  association  shall  pay  to  the  Commission  sucl 
reasonable  fees  and  charges  as  may  be  necessary  to  defray  the  costs  oi 
the  additional  regulatory  duties  required  to  be  performed  by  the  Com 
mission  because  such  broker  or  dealer  effects  transactions  in  securities 
otherwise  than  on  a  national  securities  exchange  of  which  it  is  a  mem 
ber  and  is  not  a  member  of  a  registered  securities  association.  Th( 
Commission,  by  rule,  shall  establish  such  fees  and  charges. 

(9)  No  broker  or  dealer  subject  to  paragraph  (8)  of  this  subsectioi 
shall  effect  any  transaction  in,  or  induce  the  purchase  or  sale  of,  an^ 
security  (otherwise  than  on  a  national  securities  exchange  of  which  itl 
is  a  member)  in  contravention  of  such  rules  and  regulations  as  thel 
Commission  may  prescribe  designed  to  promote  just  and  equitabl( 
principles  of  trade,  to  remove  impediments  to  and  perfect  the  mecha 
nism  of  a  free  and  open  market  and  a  national  market  system,  and 
in  general,  to  protect  investors  and  the  public  interest. 

(10)  For  the  purposes  of  determining  whether  a  person  is  subject 
to  a  statutory  disqualification  under  section  6(c)  (2),  15A(g)  (2),  oi 
17A(b)  (4)  (B)  of  this  title,  the  term  "Commission"  in  paragraph  (4) 
(B)  of  this  subsection  shall  mean  "exchange",  "association",  or  "clear 
ing  agency",  respectively. 

(c)(1)  No  broker  or  dealer  shall  make  use  of  the  mails  or  an} 
means  or  instrumentality  of  interstate  commerce  to  effect  any  trans 
action  in,  or  to  induce  or  attempt  to  induce  the  purchase  or  sale  of 
any  security  (other  than  commercial  paper,  bankers'  acceptances,  oi 
commercial  bills)  otherwise  than  on  a  national  securities  exchange 
of  which  it  is  a  member  by  means  of  any  manipulative,  deceptive,  oi 
other  fraudulent  device  or  contrivance,  and  no  municipal  securities 
dealer  shall  make  use  of  the  mails  or  any  means  or  instrumentality  o 
interstate  commerce  to  effect  any  transaction  in,  or  to  induce  or  attemp 
to  induce  the  purchase  or  sale  of,  any  municipal  security  by  means  o 
any  manipulative,  deceptive,  or  other  fraudulent  device  or  contrivance 
The  Commission  shall,  for  the  purposes  of  this  paragraph,  by  rule 
and  regulations  define  such  devices  or  contrivances  as  are  manipula 
tive,  deceptive,  or  otherwise  fraudulent. 

(2)  No  broker  or  dealer  shall  make  use  of  the  mails  or  any  mean: 
or  instrumentality  of  interstate  commerce  to  effect  any  transaction  in 
or  to  induce  or  attempt  to  induce  the  purchase  or  sale  of,  any  securit;* 
(other  than  an  exempted  security  or  commercial  paper,  bankers 
acceptances,  or  commercial  bills)  otherwise  than  on  a  national  secu 
rities  exchange  of  which  it  is  a  member,  in  connection  with  whicl 
such  broker  or  dealer  engages  in  any  fraudulent,  deceptive,  or  manip 
ulative  act  or  practice,  or  makes  any  fictitious  quotation,  and  n< 
municipal  securities  dealer  shall  make  use  of  the  mails  or  any  mean 
or  instrumentality  of  interstate  commerce  to  effect  any  transaction  in 
or  to  induce  or  attempt  to  induce  the  purchase  or  sale  of,  any  municipa 
security  in  connection  with  which  such  municipal  securities  deale* 
engages  in  any  fraudulent,,  deceptive,  or  manipulative  act  or  practice 
or  makes  any  fictitious  quotation.  The  Commission  shall,  for  the  pur 
poses  of  this  paragraph,  by  rules  and  regulations  define,  and  prescrib 
moans  reasonably  designed  to  prevent,  such  acts  and  practices  as  ar 
fraudulent,  deceptive,  or  manipulative  and  such  quotations  as  ar 
fictitious. 
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(3)  No  broker  or  dealer  shall  make  use  of  the  mails  or  any  means 
jf  or  instrumentality  of  interstate  commerce  to  efect  anv  transaction 
h!  in,  or  to  induce  or  attempt  to  induce  the  purcliase  or  sale"  of,  any  secu- 
i\  rity  (other  than  an  exempted  security  or  commercial  paper,  bankers' 
1.1  acceptances,  or  commercial  bills)  in  contravention  of  such  rules  and 
sj  regulations  as  the  Commission  shall  prescribe  as  necessary  or  appro- 
i.  priate  in  the  public  interest  or  for  the  protection  of  investors  to  provide 

safeguards  with  respect  to  the  financial  responsibility  and  related 
practices  of  brokers  and  dealers  including,  but  not  limited  to,  the 
acceptance  of  custody  and  use  of  customers'  securities  and  the  carrying 
and  use  of  customers'  deposits  or  credit  balances.  Such  rules  and  regu- 
lations shall  (A)  require  the  maintenance  of  reserves  with  respect  to 
customers'  deposits  or  credit  balances,  and  (B)  no  later  than  Sep- 
tember 1,  1975,  establish  minimum  financial  responsibility  require- 
ments for  all  brokers  and  dealers. 

(4)  If  the  Commission  finds,  after  notice  and  opportunity  for 
hearing,  that  any  person  subject  to  the  provisions  of  section  12,  13,  or 
subsection  (d)  of  section  15  of  this  title  or  any  rule  or  regulation  there- 
under has  failed  to  comply  with  any  such  provision,  rule,  or  regula- 
tion in  any  material  respect,  the  Commission  may  publish  its  findings 
and  issue  an  order  requiring  such  pei^son  to  comply  with  such  provision 
or  such  rule  or  regulation  thereunder  upon  such  terms  and  conditions 
and  within  such  time  as  the  Commission  may  specify  in  such  order. 

(5)  No  dealer  (other  than  a  specialist  registered  on  a  national 
securities  exchange)  acting  in  the  capacity  of  market  maker  or  other- 
wise shall  make  use  of  the  mails  or  any  means  or  instrumentality  of 
interstate  commerce  to  effect  any  transaction  in,  or  to  induce  or  at- 
tempt to  induce  the  purchase  or  sale  of,  any  security  (other  than  an 
exempted  security  or  a  municipal  security)  in  contravention  of  such 
specified  and  appropriate  standards  with  respect  to  dealing  as  the 
Commission,  by  rule,  shall  prescribe  as  necessar^^  or  appropriate  in 
the  public  interest  and  for  the  protection  of  investors,  to  maintain 
fair  and  orderly  markets,  or  to  remove  impediments  to  and  perfect 
the  mechanism  of  a  national  market  system.  Under  the  rules  of  the 
Commission  a  dealer  in  a  security  may  be  prohibited  from  acting  as 
a  broker  in  that  security. 

(6)  No  broker  or  dealer  shall  make  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce  to  effect  any  transaction  in, 
or  to  induce  or  attempt  to  induce  the  purchase  or  sale  of,  any  security 
(other  than  an  exempted  security,  municipal  security,  commercial 
paper,  bankers'  acceptances,  or  commercial  bills)  in  contravention  of 
such  rules  and  regulations  as  the  Commission  shall  prescribe  as  neces- 
sary or  appropriate  in  the  public  interest  and  for  the  protection  of 
investors  or  to  perfect  or  remove  impediments  to  a  national  system  for 
the  prompt  and  accurate  clearance  and  settlement  of  securities  transac- 
tions, with  respect  to  the  time  and  method  of,  and  the  form  and  format 
of  documents  used  in  connection  with,  making  settlements  of  and  pay- 
ments for  transactions  in  securities,  making  transfers  and  deliveries  of 
securities,  and  closing  accounts.  Nothing  in  this  paragraph  shall  be 
construed  (A)  to  affect  the  authority  of  the  Board  of  Governors  of  the 
Federal  Txeserve  System,  pursuant  to  section  7  of  this  title,  to  prescribe 
rules  and  regulations  for  the  purpose  of  preventing  the  excessive  use  of 
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credit  for  the  purchase  or  carrying  of  securities,  or  (B)  to  authorize 
the  Commission  to  prescribe  rules  or  regulations  for  such  purpose. 

(d)  Each  issuer  which  has  filed  a  registration  statement  contain- 
ing an  undertaking  which  is  or  becomes  operative  under  this  subsec- 
tion as  in  effect  prior  to  the  date  of  enactment  of  the  Securities  Acts 
Amendments  of  1964,  and  each  issuer  which  shall  after  such  date  file 
a  registration  statement  which  has  become  effective  pursuant  to  the 
Securities  Act  of  1933,  as  amended,  shall  file  with  the  Commission,  in  | 
accordance  with  such  rules  and  regulations  as  the  Commission  may 
prescribe  as  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors,  such  supplementary  and  periodic  informa- 
tion, documents,  and  reports  as  may  be  required  pursuant  to  section 
13  of  this  title  in  respect  of  a  security  registered  pursuant  to  section 
12  of  this  title.  The  duty  to  file  under  this  subsection  shall  be  auto- 
matically suspended  if  and  so  long  as  any  issue  of  securities  of  such 
issuer  is  registered  pursuant  to  section  12  of  this  title.  The  duty  to  file 
under  this  subsection  shall  also  be  automatically  suspended  as  to  any 
fiscal  year,  other  than  the  fiscal  year  within  which  sucli  registration 
statement  became  effective,  if,  at  the  beginning  of  such  fiscal  year, 
the  securities  of  each  class  to  which  the  registration  statement  relates 
are  held  of  record  by  less  than  three  hundred  persons.  For  the  pur- 
poses of  this  subsection,  the  term  "class"  shall  be  construed  to  include 
all  securities  of  an  issuer  which  are  of  substantially  similar  character 
and  the  holders  of  which  enjoy  substantially  similar  rights  and  privi- 
leges. The  Commission  may,  for  the  purpose  of  this  subsection,  define 
by  rules  and  regulations  the  term  "held  of  record"  as  it  deems  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors  in  order  to  prevent  circumvention  of  the  provisions  of  this 
subsection.  Nothing  in  this  subsection  shall  apply  to  securities  issued 
by  a  foreign  government  or  political  subdivision  thereof. 

(e)  The  Commission,  by  rule,  as  it  deems  necessary  or  appropriate 
in  the  public  interest  and  for  the  protection  of  investors  or  to  assure 
equal  regulation,  may  require  any  member  of  a  national  securities 
exchange  not  required  to  register  under  section  15  of  this  title  and  any 
person  associated  with  any  such  member  to  comply  with  any  provision 
of  this  title  (other  than  section  15  (a) )  or  the  rules'or  regulations  there- 
under which  by  its  terms  regulates  or  prohibits  any  act,  practice,  or 
course  of  business  by  a  "broker  or  dealer"  or  "registered  broker  or 
dealer"  or  a  "person  associated  with  a  broker  or  dealer,"  respectively. 

REGISTERED   SECURITIES   ASSOCIATIONS 

Sec.  15 a.  (a)  An  association  of  brokers  and  dealers  may  be  regis- 
tered as  a  national  securities  association  pursuant  to  subsection  (b) ,  or 
as  an  affiliated  securities  association  pursuant  to  subsection  (d) ,  under 
the  terms  and  conditions  hereinafter  provided  in  this  section  and  in 
accordance  with  the  provisions  of  section  19(a)  of  this  title,  by  filing 
with  the  Commission  an  application  for  registration  in  such  form  as 
the  Commission,  by  rule,  may  prescribe  containing  the  rules  of  the 
association  and  such  other  information  and  documents  as  the  Commis- 
sion, by  rule,  may  prescribe  as  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors. 

(b)  An  association  of  brokers  and  dealers  shall  not  be  registered  as  a 

national  securities  association  unless  the  Commission  determines  that— 

(1)  By  reason  of  the  number  and  geographical  distribution  of 
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its  members  and  the  scope  of  their  transactions,  such  association 
will  be  able  to  carry  out  the  purposes  of  this  section. 

(2)  Such  association  is  so  organized  and  has  the  capacity  to  be 
able  to  carry  out  the  purposes  of  this  title  and  to  comply,  and 
(subject  to  any  rule  or  order  of  the  Commission  pursuant  to  sec- 
tion 17(d)  or  19(g)  (2)  of  this  title)  to  enforce  compliance  by  its 
members  and  persons  associated  with  its  members,  with  the  provi- 
sions of  this  title,  the  rules  and  regulations  thereunder,  the  rules  of 
the  Municipal  Securities  Rulemaking  Board,  and  the  rules  of  the 
association. 

(3)  Subject  to  the  provisions  of  subsection  (g)  of  this  section, 
the  rules  of  the  association  provide  that  any  registered  broker  or 
dealer  may  become  a  member  of  such  association  and  any  person 
may  become  associated  with  a  member  thereof. 

(4)  The  rules  of  the  association  assure  a  fair  representation  of 
its  members  in  the  selection  of  its  directors  and  administration  of 
its  affairs  and  provide  that  one  or  more  directors  shall  be  repre- 
sentative of  issuers  and  investors  and  not  be  associated  with  a 
member  of  the  association,  broker,  or  dealer. 

(5)  The  rules  of  the  association  provide  for  the  equitable  alloca- 
tion of  reasonable  dues,  fees,  and  other  charges  among  members 
and  issuers  and  other  persons  using  any  facility  or  system  which 
the  association  operates  or  controls. 

(6)  The  rules  of  the  association  are  designed  to  prevent  fraudu- 
lent and  manipulative  acts  and  practices,  to  promote  just  and  equi- 
table principles  of  trade,  to  foster  cooperation  and  coordination 
with  persons  engaged  in  regulating,  clearing,  settling,  processing 
information  with  respect  to,  and  facilitating  transactions  in  secu- 
rities, to  remove  impediments  to  and  perfect  the  mechanism  of  a 
free  and  open  market  and  a  national  market  system,  and,  in  gen- 
eral, to  protect  investors  and  the  public  interest ;  and  are  not  de- 
signed to  permit  unfair  discrimination  between  customers,  issuers, 
brokers,  or  dealers,  to  fix  minimum  profits,  to  impose  any  schedule 
or  fix  rates  of  commissions,  allowances,  discounts,  or  other  fees  to 
be  charged  by  its  members,  or  to  regulate  by  virtue  of  any  author- 
ity conferred  by  this  title  matters  not  related  to  the  purposes  of 
this  title  or  the  administration  of  the  association. 

(7)  The  rules  of  the  association  provide  that  (subject  to  any 
rule  or  order  of  the  Commission  pursuant  to  section  17(d)  or 
19(g)  (2)  of  this  title)  its  members  and  persons  associated  with 
its  members  shall  be  appropriately  disciplined  for  violation  of  any 
provision  of  this  title,  the  rules  or  regulations  thereunder,  the 
rules  of  the  Municipal  Securities  Rulemaking  Board,  or  the  rules 
of  the  association,  by  expulsion,  suspension,  limitation  of  activi- 
ties, functions,  and  operations,  fine,  censure,  being  suspended  or 
barred  from  being  associated  with  a  member,  or  any  other  fitting 
sanction. 

(8)  The  rules  of  the  association  are  in  accordance  with  the 
provisions  of  subsection  (h)  of  this  section,  and,  in  general,  pro- 
vide a  fair  procedure  for  the  disciplining:  of  members  and  persons 
associated  with  members,  the  denial  of  membership  to  any  per- 
son seeking  membership  therein,  the  barring  of  any  person  from 
becoming  associated  with  a  member  thereof,  and  the  prohibition 
or  limitation  by  the  association  of  any  person  with  respect  to  ac- 
cess to  services  offered  by  the  association  or  a  member  thereof. 
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(9)  The  rules  of  the  association  do  not  impose  any  burden 
on  competition  not  necessary  or  appropriate  in  furtherance  of  the 
purposes  of  this  title. 

(10)  The  requirements  of  subsection  (c),  insofar  as  these  may 
be  applicable,  are  satisfied. 

(11)  The  rules  of  the  association  include  provisions  governing 
the  form  and  content  of  quotations  relating  to  securities  sold 
otherwise  than  on  a  national  securities  exchange  which  may  be 
distributed  or  published  by  any  member  or  person  associated  with 
a  member,  and  the  persons  to  whom  such  quotations  may  be  sup- 
plied. Such  rules  relating  to  quotations  shall  be  designed  to  pro- 
duce fair  and  informative  quotations,  to  prevent  fictitious  or 
misleading  quotations,  and  to  promote  orderly  procedures  for 
collecting,  distributing,  and  publishing  quotations. 

(c)  The  Commission  may  permit  or  require  the  rules  of  an  associa- 
tion applying  for  registration  pursuant  to  subsection  (b)  of  this  sec- 
tion, to  provide  for  the  admission  of  an  association  registered  as  an 
affiliated  securities  association  pursuant  to  subsection  (d)  of  this  sec- 
tion, to  participation  in  said  applicant  association  as  an  affiliate 
thereof,  under  terms  permitting  such  powers  and  responsibilities  to 
such  affiliate,  and  under  such  other  appropriate  terms  and  conditions, 
as  may  be  provided  by  the  rules  of  said  applicant  association,  if  such 
rules  appear  to  the  Commission  to  be  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  and  to  carry  out  the 
purposes  of  this  section.  The  duties  and  powers  of  the  Commission 
with  respect  to  any  national  securities  association  or  any  affiliated 
securities  association  shall  in  no  way  be  limited  by  reason  of  any  such 
affiliation. 

(d)  An  applicant  association  shall  not  be  registered  as  an  affiliated 
securities  association  unless  it  appears  to  the  Commission  that — 

(1)  such  association,  notwithstanding  that  it  does  not  satisfy 
the  requirements  set  forth  in  paragraph  (1)  of  subsection  (b)  of 
this  section,  will,  forthwith  upon  the  registration  thereof,  be  ad- 
mitted to  affiliation  with  an  association  registered  as  a  national 
securities  association  pursuant  to  subsection  (b)  of  this  section, 
in  the  manner  and  under  the  terms  and  conditions  provided  by  the 
rules  of  said  national  securities  association  in  accordance  with 
subsection  (c)  of  this  section ;  and 

(2)  such  association  and  its  rules  satisfy  the  requirements  set 
forth  in  paragraphs  (2)  to  (10),  inclusive,  and  paragraph  (12), 
of  subsection  (b)  of  this  section;  except  that  in  the  case  of  any 
such  association  any  restrictions  upon  membership  therein  of  the 
type  authorized  by  paragraph  (3)  of  subsection  (b)  of  this  section 
shall  not  be  less  stringent  than  in  the  case  of  the  national  securi- 
ties association  with  which  such  association  is  to  be  affiliated. 

(e)  (1)  The  rules  of  a  registered  securities  association  may  provide 
that  no  member  thereof  shall  deal  with  any  nonmember  professional 
(as  defined  in  paragraph  (2)  of  this  subsection)  except  at  the  same 
prices,  for  the  same  commissions  or  fees,  and  on  the  same  terms  and 
conditions  as  are  by  such  member  accorded  to  the  general  public. 

(2)  For  the  purposes  of  this  subsection,  the  term  "nonmember  pro- 
fessional" shall  include  (A)  with  respect  to  transactions  in  securities 
other  than  municipal  securities,  any  registered  broker  or  dealer  who  is 
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not  a  member  of  any  registered  securities  association,  except  such  a 
broker  or  dealer  who  deals  exclusively  in  commercial  paper,  bankers' 
acceptances,  and  commercial  bills,  and  (B)  with  respect  to  trans- 
actions in  municipal  securities,  any  municipal  securities  dealer  (other 
than  a  bank  or  division  or  department  of  a  bank)  who  is  not  a  member 
of  any  registered  securities  association  and  any  municipal  securities 
broker  who  is  not  a  member  of  any  such  association. 

(3)  Nothing  in  this  subsection  shall  be  so  construed  or  applied 
as  to  prevent  (A)  any  member  of  a  registered  securities  association 
from  granting  to  any  other  member  of  any  registered  securities  asso- 
ciation any  dealer's  discount,  allowance,  commission,  or  special  terms, 
in  connection  w4th  the  purchase  or  sale  of  securities,  or  (B)  any  mem- 
ber of  a  registered  securities  association  or  any  municipal  securities 
dealer  which  is  a  bank  or  a  division  or  department  of  a  bank  from 
granting  to  any  member  of  any  registered  securities  association  or  any 
such  municipal  securities  dealer  any  dealer's  discount,  allowance, 
commission,  or  special  terms  in  connection  with  the  purchase  or  sale  of 
municipal  securities:  Provided^  however^  That  the  granting  of  any 
such  discount,  allowance,  commission,  or  special  terms  in  connection 
with  the  purchase  or  sale  of  municipal  securities  shall  be  subject  to 
rules  of  the  Municipal  Securities  Rulemaking  Board  adopted  pursuant 
to  section  15B  (b)  (2)  (K)  of  this  title. 

(f )  Nothing  in  this  section  shall  be  construed  to  apply  with  respect 
to  any  transaction  by  a  broker  or  dealer  in  any  exempted  security. 

(g)(1)  A  registered  securities  association  shall  deny  membership 
to  any  person  who  is  not  a  registered  broker  or  dealer. 

(2)  A  registered  securities  association  may,  and  in  cases  in  which 
the  Commission,  by  order,  directs  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  shall,  deny  member- 
ship to  any  registered  broker  or  dealer,  and  bar  from  becoming  asso- 
ciated with  a  member  any  person,  who  is  subject  to  a  statutory 
disqualification.  A  registei^d  securities  association  shall  file  notice 
with  the  Commission  not  less  than  thirty  days  prior  to^  admitting  any 
registered  broker  or  dealer  to  membership  or  permitting  any  person 
to  become  associated  with  a  member,  if  the  association  knew,  or  in  the 
exercise  of  reasonable  care  should  have  known,  that  such  broker  or 
dealer  or  person  was  subject  to  a  statutory  disqualification.  The  notice 
shall  be  in  such  form  and  contain  such  information  as  the  Commission, 
by  rule,  may  prescribe  as  necessary  or  appropriate  in  the  public  inter- 
est or  for  the  protection  of  investors. 

(3)  (A)  A  registered  securities  association  may  deny  membership 
to,  or  condition  the  membership  of,  a  registered  broker  or  dealer  if 
(i)  such  broker  or  dealer  does  not  meet  such  standards  of  financial 
responsibility  or  operational  capability  or  such  broker  or  dealer 
or  any  natural  person  associated  with  such  broker  or  dealer  does  not 
meet  such  standards  of  training,  experience,  and  competence  as  are 
prescribed  by  the  rules  of  the  association  or  (ii)  such  broker  or  dealer 
or  person  associated  with  such  broker  or  dealer  has  engaged  and  there 
is  a  reasonable  likelihood  he  will  again  engage  in  acts  or  practices 
inconsistent  with  just  and  equitable  principles  of  trade.  A  registered 
securities  association  may  examine  and  verify  the  qualifications  of 
an  applicant  to  become  a  member  and  the  natural  persons  associated 
with  such  an  applicant  in  accordance  with  procedures  established  by 
the  rules  of  the  association. 
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(B)  A  registered  securities  association  may  bar  a  natural  person 
from  becoming  associated  with  a  member  or  condition  the  association 
of  a  natural  person  with  a  member  if  such  natural  person  (i)  does  not 
meet  such  standards  of  training,  experience,  and  competence  as  are  pre- 
scribed by  the  rules  of  the  association  or  (ii)  has  engaged  and  there 
is  a  reasonable  likelihood  he  will  again  engage  in  acts  or  practices 
inconsistent  with  just  and  equitable  principles  of  trade.  A  registered 
securities  association  may  examine  and  verify  the  qualifications  of  an 
applicant  to  become  a  person  associated  with  a  member  in  accordance 
with  procedures  established  by  the  rules  of  the  association  and  require 
a  natural  person  associated  with  a  member,  or  any  class  of  such  nat- 
ural persons,  to  be  registered  with  the  association  in  accordance  with 
procedures  so  established. 

(C)  A  registered  securities  association  may  bar  any  person  from 
becoming  associated  with  a  member  if  such  person  does  not  agree 
(i)  to  supply  the  association  with  such  information  with  respect  to 
its  relationship  and  dealings  with  the  member  as  may  be  sj^ecified  in 
the  rules  of  the  association  and  (ii)  to  permit  examination  of  its  books 
and  records  to  verify  the  accuracy  of  any  information  so  supplied. 

(4)  A  registered  securities  association  may  deny  membership  to  a 
registered  broker  or  dealer  not  engaged  in  a  type  of  })usiness  in  which 
the  rules  of  the  association  require  members  to  be  engaged :  Provided, 
however^  That  no  registered  securities  association  may  deny  member- 
ship to  a  registered  broker  or  dealer  by  reason  of  the  amount  of  such 
type  of  business  done  by  such  broker  or  dealer  or  the  other  types  of 
business  in  which  he  is  engaged. 

(h)  (1)  In  any  proceeding  by  a  registered  securities  association  to 
determine  whether  a  member  or  person  associated  with  a  member 
should  be  disciplined  (other  than  a  summary  proceeding  pursuant  to 
paragraph  (3)  of  this  subsection)  the  association  shall  bring  specific 
charges,  notify  such  member  or  person  of,  and  give  him  an  opportunity 
to  defend  against,  such  charges,  and  keep  a  record.  A  determination  by 
the  association  to  impose  a  disciplinary  sanction  shall  be  supported 
by  a  statement  setting  forth — 

(A)  any  act  or  practice  in  which  such  member  or  person  asso- 
ciated with  a  member  has  been  found  to  have  engaged,  or  which 
such  member  or  person  has  been  found  to  have  omitted ; 

(B)  the  specific  provision  of  this  title,  the  rules  or  regulations 
thereunder,  the  rules  of  the  Municipal  Securities  Rulemaking 
Board,  or  the  rules  of  the  association  which  any  such  act  or  prac- 
tice, or  omission  to  act,  is  deemed  to  violate ;  and 

( C )  the  sanction  imposed  and  the  reason  therefor. 

(2)  In  any  proceeding  by  a  registered  securities  association  to 
determine  whether  a  person  shall  be  denied  membership,  barred  from 
becoming  associated  with  a  member,  or  prohibited  or  limited  with 
respect  to  access  to  services  offered  by  the  association  or  a  member 
thereof  (other  than  a  summary  j)roceeding  pursuant  to  paragraph 
(3)  of  this  subsection),  the  association  shall  notify  such  person  of 
and  give  him  an  opportunity  to  be  heard  upon,  the  specific  grounds 
for  denial,  bar,  or  prohibition  or  limitation  under  consideration  and 
keep  a  record.  A  determination  by  the  association  to  deny  membership, 
bar  a  person  from  becoming  associated  with  a  member,  or  prohibit  or 
limit  a  person  with  respect  to  access  to  services  offered  by  the  associa- 
tion or  a  member  thereof  shall  be  supported  by  a  statement  setting 
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forth  the  specific  grounds  on  which  the  denial,  bar,  or  prohibition  or 
limitation  is  based. 

(3)  A  registered  securities  association  may  summarily  (A)  sus- 
pend a  member  or  person  associated  with  a  member  who  has  been 
and  is  expelled  or  suspended  from  any  self-regulatory  organization 
or  barred  or  suspended  from  being  associated  with  a  member  of  any 
self -regulatory  organization,  (B)  suspend  a  member  who  is  in  such 
financial  or  operating  difficulty  that  the  association  determines  and 
so  notifies  the  Commission  that  the  member  cannot  be  permitted  to 
continue  to  do  business  as  a  member  with  safety  to  investors,  cred- 
itors, other  members,  or  the  association,  or  (C)  limit  or  prohibit  any 
person  with  respect  to  access  to  services  offered  by  the  association  if 
subparagraph  (A)  or  (B)  of  this  paragraph  is  applicable  to  such 
person  or,  in  the  case  of  a  person  who  is  not  a  member,  if  the  associa- 
tion determines  that  such  person  does  not  meet  the  qualification 
requirements  or  other  prerequisites  for  such  access  and  such  person 
cannot  be  permitted  to  continue  to  have  such  access  with  safety  to 
investors,  creditors,  members,  or  the  association.  Any  person  aggrieved 
by  any  such  summary  action  shall  be  promptly  afforded  an  oppor- 
tunity for  a  hearing  by  the  association  in  accordance  with  the  pro- 
visions of  paragraph  (1)  or  (2)  of  this  subsection.  The  Commission, 
by  order,  may  stay  any  such  summary  action  on  its  own  motion  or 
upon  application  by  any  person  aggrieved  thereby,  if  the  Commis- 
sion determines  summarily  or  after  notice  and  opportunity  for  hearing 
(which  hearing  may  consist  solely  of  the  submission  of  affidavits  or 
presentation  of  oral  arguments)  that  such  stay  is  consistent  with  the 
public  interest  and  the  protection  of  investors. 

} 

MUNICIPAL   SECURITIES 

Sec.  15B.  (a)  (1)  It  shall  be  unlawful  for  any  municipal  securities 
dealer  (other  than  one  registered  as  a  broker  or  dealer  under  section 
15  of  this  title)  to  make  use  of  the  mails  or  any  means  or  instrumen- 
tality of  interstate  commerce  to  effect  any  transaction  in,  or  to  induce 
or  attempt  to  induce  the  purchase  or  sale  of,  any  municipal  security 
unless  such  municipal  securities  dealer  is  registered  in  accordance  with 
this  subsection. 

(2)  A  municipal  securities  dealer  may  be  registered  by  filing  with 
the  Commission  an  application  for  registration  in  such  form  and 
containing  such  information  and  documents  concerning  such  munici- 
pal securities  dealer  and  any  persons  associated  with  such  municipal 
securities  dealer  as  the  Commission,  by  rule,  may  prescribe  as  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors.  Within  forty-five  days  of  the  date  of  the  filing  of  such  appli- 
cation (or  within  such  longer  period  as  to  which  the  applicant  con- 
sents) ,  the  Commission  shall — 

(A)  by  order  grant  registration,  or 

(B)  institute  proceedings  to  determine  whether  registration 
should  be  denied.  Such  proceedings  shall  include  notice  of  the 
grounds  for  denial  under  consideration  and  opportunity  for 
hearing  and  shall  be  concluded  within  one  hundred  twenty  days 
of  the  date  of  the  filing  of  the  application  for  registration.  At 
the  conclusion  of  such  proceedings  the  Commission,  by  order, 
shall  grant  or  deny  such  registration.  The  Commission  may  extend 
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the  time  for  the  conclusion  of  such  proceedings  for  up  to  ninety 
days  if  it  finds  good  cause  for  such  extension  and  publishes  its 
reasons  for  so  finding  or  for  such  longer  period  as  to  which  the 
applicant  consents. 
The  Commission  shall  grant  the  registration  of  a  municipal  securities 
dealer  if  the  Commission  finds  that  the  requirements  oi  this  section 
are  satisfied.  The  Commission  shall  deny  such  registration  if  it  does 
not  make  such  a  finding  or  if  it  finds  that  if  the  applicant  were  so 
registered,  its  registration  would  be  subject  to  suspension  or  revoca- 
tion under  subsection  (c)  of  this  section. 

(3)  Any  provision  of  this  title  (other  than  section  5  or  paragraph 
(1)  of  this  subsection)  which  prohibits  any  act,  practice,  or  course 
of  business  if  the  mails  or  any  means  or  instrumentality  of  interstate 
commerce  is  used  in  connection  therewith  shall  also  prohibit  any 
such  act,  practice,  or  course  of  business  by  any  registered  municipal 
securities  dealer  or  any  person  acting  on  behalf  of  such  municipal 
securities  dealer,  irrespective  of  any  use  of  the  mails  or  any  means  or 
instrumentality  of  interstate  commerce  in  connection  therewith. 

(4)  The  Commission,  by  rule  or  order,  upon  its  own  motion  or  upon 
application,  may  conditionally  or  unconditionally  exempt  any  broker, 
dealer,  or  municipal  securities  dealer  or  class  of  brokers,  dealers,  or 
municipal  securities  dealers  from  any  provision  of  this  section  or  the 
rules  or  regulations  thereunder,  if  the  Commission  finds  that  such 
exemption  is  consistent  with  the  public  interest,  the  protection  of 
investors,  and  the  purposes  of  this  section. 

(b)  (1)  Not  later  than  one  hundred  twenty  days  after  the  date 
of  enactment  of  the  Securities  Acts  Amendments  of  1975,  the  Com- 
mission shall  establish  a  Municipal  Securities  Rulemaking  Board 
(hereinafter  in  this  section  referred  to  as  the  "Board") ,  to  be  composed 
initially  of  fifteen  members  appointed  by  the  Commission,  which 
shall  perform  the  duties  set  forth  in  this  section.  The  initial  mem- 
bers of  the  Board  shall  serve  as  members  for  a  term  of  two  years,  and 
shall  consist  of  (A)  five  individuals  who  are  not  associated  with  any 
broker,  dealer,  or  municipal  securities  dealer,  at  least  one  of  whom 
shall  be  representative  of  investors  in  municipal  securities,  and  at 
least  one  of  whom  shall  be  representative  of  issuers  of  municipal 
securities  (which  members  are  hereinafter  referred  to  as  "public  rep- 
resentatives") ;  (B)  five  individuals  who  are  associated  with  and  rep- 
resentative of  municipal  securities  brokers  and  municipal  securities 
dealers  which  are  not  banks  or  subsidiaries  or  departments  or  divi- 
sions of  banks  (which  members  are  hereinafter  referred  to  as  "broker- 
dealer  representatives") ;  and  (C)  five  individuals  who  are  associated 
with  and  representative  of  municipal  securities  dealers  which  are 
banks  or  subsidiaries  or  departments  or  divisions  of  banks  (which 
members  are  hereinafter  referred  to  as  "bank  representatives").  Prior 
to  the  expiration  of  the  terms  of  office  of  the  initial  members  of  the 
Board,  an  election  shall  be  held  under  rules  adopted  by  the  Board 
(pursuant  to  subsection  (b)  (2)  (B)  of  this  section)  of  the  members 
to  succeed  such  initial  members. 

(2)  The  Board  shall  propose  and  adopt  rules  to  effect  the  purposes 
of  this  title  with  respect  to  transactions  in  municipal  securities  effected 
by  brokers,  dealers,  and  municipal  securities  dealers.  (Such  rules  are 
hereinafter  collectively  referred  to  in  this  title  as  "rules  of  the 
Board".)  The  rules  of  the  Board,  as  a  minimum,  shall : 
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(A)  provide  that  no  municipal  securities  broker  or  municipal 
securities  dealer  shall  effect  any  transaction  in,  or  induce  or 
attempt  to  induce  the  purchase  or  sale  of,  any  municipal  security 
unless  such  municipal  securities  broker  or  municipal  securities 
dealer  meets  such  standards  of  operational  capability  and  such 
municipal  securities  broker  or  municipal  securities  dealer  and 
every  natural  person  associated  with  such  municipal  securities 
broker  or  municipal  securities  dealer  meets  such  standards  of 
training,  experience,  competence,  and  such  other  qualifications  as 
the  Board  finds  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors.  In  connection  with  the  defini- 
tion and  application  of  such  standards  the  Board  may — 

(i)  appropriately  classify  municipal  securities  brokers 
and  municipal  securities  dealers  (taking  into  account  relevant 
matters,  including  types  of  business  done,  nature  of  securities 
other  than  municipal  securities  sold,  and  character  of  busi- 
ness organization),  and  persons  associated  with  municipal 
securities  brokers  and  municipal  securities  dealers; 

(ii)  specify  that  all  or  any  portion  of  such  standards  shall 
be  applicable  to  any  such  class ; 

(iii)  require  persons  in  any  such  class  to  pass  tests  admin- 
istered in  accordance  with  subsection  (c)  (7)  of  this  section; 
and 

(iv)  provide  that  persons  in  any  such  class  other  than 
municipal  securities  brokers  and  municipal  securities  dealers 
and  partners,  officers,  and  supervisory  employees  of  municipal 
securities  brokers  or  municipal  securities  dealers,  may  be 
qualified  solely  on  the  basis  of  compliance  with  such  stand- 
ards of  training  and  such  other  qualifications  as  the  Board 
finds  appropriate. 

(B)  establish  fair  procedures  for  the  nomination  and  election 
of  members  of  the  Board  and  assure  fair  representation  in  such 
nominations  and  elections  of  municipal  securities  brokers  and 
municipal  securities  dealers.  Such  rules  shall  provide  that  the 
membership  of  the  Board  shall  at  all  times  be  equally  divided 
among  public  representatives,  broker-dealer  representatives,  and 
bank  representatives,  and  that  the  public  representatives  shall  be 
subject  to  approval  by  the  Commission  to  assure  that  no  one  of 
them  is  associated  with  any  broker,  dealer,  or  municipal  securities 
dealer  and  that  at  least  one  is  representative  of  investors  in 
municipal  securities  and  at  least  one  is  representative  of  issuers  of 
municipal  securities.  Such  rules  shall  also  specify  the  term  mem- 
bers shall  serve  and  may  increase  the  number  of  members  which 
shall  constitute  the  whole  Board  provided  that  such  number  is 
an  odd  number. 

(C)  be  designed  to  prevent  fraudulent  and  manipulative  acts 
and  practices,  to  promote  just  and  equitable  principles  of  trade, 
to  foster  cooperation  and  coordination  with  persons  engaged  in 
regulating,  clearing,  settling,  processing  information  with  respect 
to,  and  facilitating  transactions  in  municipal  securities,  to  remove 
impediments  to  and  perfect  the  mechanism  of  a  free  and  open 
market  in  municipal  securities,  and,  in  general,  to  protect  investors 
;uhI  tlie  public  interest;  and  not  be  designed  to  permit  unfair  dis- 
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crimination  between  customers,  issuers,  municipal  securities 
brokers,  or  municipal  securities  dealers,  to  fix  minimum  profits, 
to  impose  any  schedule  or  fix  rates  of  commissions,  allowances, 
discounts,  or  other  fees  to  be  charged  by  municipal  securities 
brokers  or  municipal  security  ^  dealers,  to  regulate  by  virtue  of 
any  authority  conferred  by  this  title  matters  not  related  to  the 
purposes  of  this  title  or  the  securities  ^  or  the  administration  of  the 
Board,  or  to  impose  any  burden  or  ^  competition  not  necessary  or 
appropriate  in  furtherance  of  the  purposes  of  this  title. 

(D)  if  the  Board  deems  appropriate,  provide  for  the  arbitra- 
tion of  claims,  disputes,  and  controversies  relating  to  transactions 
in  municipal  securities :  Provided^  hoioever.  That  no  person  other 
than  a  municipal  securities  broker,  municipal  securities  dealer,  or 
person  associated  with  such  a  municipal  securities  broker  ot 
municipal  securities  dealer  may  be  compelled  to  submit  to  such 
arbitration  except  at  his  instance  and  in  accordance  with  section 
29  of  this  title. 

(E)  provide  for  the  periodic  examination  in  accordance  with 
subsection  (c)  (7)  of  this  section  of  municipal  securities  brokers 
and  municipal  securitie.s  dealers  to  detemiine  compliance  with 
applicable  provisions  of  this  title,  the  rules  and  regulations  there- 
under, and  the  rules  of  the  Board.  Such  rules  shall  specify  the 
minimum  scope  and  frequency  of  such  examinations  and  shall  be 
designed  to  avoid  unnecessary  regulatory  duplication  or  undue 
regulatory  burdens  for  any  such  municipal  securities  broker  or 
municipal  securities  dealer. 

(F)  include  provisions  governing  the  form  and  content  of 
quotations  relating  to  mimicipal  securities  which  may  be  distrib- 
uted or  published  by  any  municipal  securities  broker,  municipal 
securities  dealer,  or  person  associated  with  such  a  municipal  secu- 
rities broker  or  municipal  securities  dealer,  and  the  persons  to 
whom  such  quotations  may  be  supplied.  Such  rules  relating  to 
quotations  shall  be  designed  to  produce  fair  and  informative 
quotations,  to  prevent  fictitious  or  misleading  quotations,  and  to 
promote  orderly  procedures  for  collecting,  distributing,  and  pub- 
lishing quotations. 

(G)  prescribe  records  to  be  made  and  kept  by  municipal  secu- 
rities brokers  and  municipal  securities  dealers  and  the  periods 
for  which  such  records  shall  be  preserved. 

(H)  define  the  term  "separately  identifiable  department  or 
division",  as  that  term  is  used  in  section  3(a)  (30)  of  this  title,  in 
accordance  with  specified  and  appropriate  standards  to  assure 
that  a  bank  is  not  deemed  to  be  engaged  in  the  business  of  buying 
and  selling  municipal  securities  through  a  separately  identifiable 
department  or  division  unless  such  department  or  division  is  orga- 
nized and  administered  so  as  to  permit  independent  examination 
and  enforcement  of  applicable  provisions  of  this  title,  the  rules 
and  regulations  thereunder,  and  the  rules  of  the  Board.  A  sepa- 
rately identifiable  department  or  division  of  a  bank  may  be 
engaged  m  activities  other  than  those  relating  to  municipal 
securities. 


1  So  in  original.  Probably  should  read  "securities" 

3  In  1-^  ''^^^^}^ '  "^'"  t^e  securities"  should  probably  be  deleted. 

•*  So  in  original ;  probably  should  read  "on". 
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(I)  provide  for  the  operation  and  administration  of  the  Board, 
including  the  selection  of  a  Chairman  from  among  the  members 
of  the  Board,  the  compensation  of  the  members  of  the  Board,  and 
the  appointment  and  compensation  of  such  employees,  attorneys, 
and  consultants  as  may  be  necessary  or  appropriate  to  carry  out 
the  Board's  functions  under  this  section. 

(J)  provide  that  each  municipal  securities  broker  and  each 
municipal  securities  dealer  shall  pay  to  the  Board  such  reasonable 
fees  and  charges  as  may  be  necessary  or  appropriate  to  defray 
the  costs  and  expenses  of  operating  and  administering  the  Board. 
Such  rules  shall  specify  the  amount  of  such  fees  and  charges. 

(K)  establish  the  terms  and  conditions  under  which  any 
municipal  securities  dealer  may  sell,  or  prohibit  any  municipal 
securities  dealer  from  selling,  any  part  of  a  new  issue  of  mimicipal 
securities  to  a  municipal  securities  investment  portfolio  during 
the  underwriting  period. 
(3)  Nothing  in  this  section  shall  be  construed  to  impair  or  limit  the 
power  of  the  Commission  under  this  title. 

(c)  (1)  No  broker,  dealer,  or  municipal  securities  dealer  shall  make 
use  of  the  mails  or  any  means  or  instrumentality  of  interstate  com- 
merce to  effect  any  transaction  in,  or  to  induce  or  attempt  to  induce 
the  purchase  or  sale  of,  any  municipal  security  in  contravention  of  any 
rule  of  the  Board. 

(2)  The  Commission,  by  order,  shall  censure,  place  limitations  on 
the  activities,  functions,  or  operations,  suspend  for  a  period  not  ex- 
ceeding twelve  months,  or  revoke  the  registration  of  any  municipal 
securities  dealer,  if  it  finds,  on  the  record  after  notice  and  opportunity 
for  hearing,  that  such  censure,  placing  of  limitations,  denial,  suspen- 
sion, or  revocation,  is  in  the  public  interest  and  that  such  municipal 
securities  dealer  has  committed  or  omitted  any  act  or  omission  enumer- 
ated in  subparagraph  (A),  (D),  or  (E)  of  paragraph  (4)  of  section 
15(b)  of  this  title,  has  been  convicted  of  any  offense  specified  in  sub- 
paragraph (B)  of  such  paragraph  (4)  within  ten  years  of  the  com- 
mencement of  the  proceedings  under  this  paragraph,  or  is  enjoined 
from  any  action,  conduct,  or  practice  specified  in  subparagraph  (C)  of 
such  paragraph  (4). 

(3)  Pending  final  determination  whether  any  registration  under 
this  section  shall  be  revoked,  the  Commission,  by  order,  may  suspend 
such  registration,  if  such  suspension  appears  to  the  Commission,  after 
notice  and  opportunity  for  hearing,  to  be  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors.  Any  registered 
municipal  securities  dealer  may,  upon  such  terms  and  conditions  as 
the  Commission  may  deem  necessary  in  the  public  interest  or  for  the 
protection  of  investors,  withdraw  from  registration  by  filing  a  written 
notice  of  withdrawal  with  the  Commission.  If  the  Commission  finds 
that  any  registered  municipal  securities  dealer  is  no  longer  in  exist- 
ence or  has  ceased  to  do  business  as  a  municipal  securities  dealer,  the 
Commission,  by  order,  shall  cancel  the  registration  of  such  municipal 
securities  dealer. 

(4)  The  Commission,  by  order,  shall  censure  any  person  associated, 
or  seeking  to  become  associated  with,  a  municipal  securities  dealer 
or  suspend  for  a  period  not  exceeding  twelve  months  or  bar  any  such 
person  from  being  associated  with  a  municipal  securities  dealer,  if  the 
Commission  finds,  on  tho  record  after  notice  and  opportunity  for 
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hearing,  that  such  censure,  suspension,  or  bar  is  in  the  public  interest 
and  that  such  person  has  committed  or  omitted  any  act  or  omission 
enumerated  in  subparagraph  (A),  (D),  or  (E)  of  paragraph  (4)  of 
section  15(b)  of  this  title,  has  been  convicted  of  any  offense  specified 
in  subparagraph  (B)  of  such  paragraph  (4)  within  ten  years  of 
the  commencement  of  the  proceedings  under  this  paragraph,  or  is 
enjoined  from  any  action,  conduct,  or  practice  specified  in  subpara- 
graph (C)  of  such  paragraph  (4).  It  shall  be  unlawful  for  any  person 
as  to  whom  an  order  entered  pursuant  to  this  paragraph  or  paragraph 
(5)  of  this  subsection  suspending  or  barring  him  from  being  asso- 
ciated with  a  municipal  securities  dealer  is  in  effect  willfully  to  become, 
or  to  be,  associated  with  a  municipal  securities  dealer  without  the 
consent  of  the  Commission,  and  it  shall  be  unlawful  for  any  municipal 
securities  dealer  to  permit  such  a  person  to  become,  or  remain,  a  person 
associated  with  him  without  the  consent  of  the  Commission,  if  such 
municipal  securities  dealer  knew,  or,  in  the  exercise  of  reasonable  care 
should  have  known,  of  such  order. 

(5)  With  respect  to  any  municipal  securities  dealer  for  which  the 
Commission  is  not  the  appropriate  regulatory  agency,  the  appropriate 
regulatory  agency  for  such  municipal  securities  dealer  may  sanction 
any  such  municipal  securities  dealer  in  the  manner  'and  for  the  reasons 
specified  in  paragraph  (2)  of  this  subsection  and  any  person  associ- 
ated with  such  municipal  securities  dealer  in  the  manner  and  for  the 
reasons  specified  in  paragraph  (4)  of  this  subsection.  In  addition, 
such  appropriate  regulatory  agency  may,  in  accordance  with  section  8 
of  the  Federal  Deposit  Insurance  Act  (12  U.S.C.  1818),  enforce  com- 
pliance by  such  municipal  securities  dealer  or  any  person  associated 
with  such  municipal  securities  dealer  with  the  provisions  of  this  sec- 
tion, section  17  of  this  title,  the  rules  of  the  Board,  and  the  rules  of  the 
Commission  pertaining  to  mimicipal  securities  dealers,  persons  asso- 
ciated with  municipal  securities  dealers,  and  transactions  in  municipal 
securities.  For  purposes  of  the  preceding  sentence,  any  violation  of 
any  such  provision  shall  constitute  adequate  basis  for  the  issuance  of 
any  order  under  section  8(b)  or  8  (c)  of  the  Federal  Deposit  Insurance 
Act,  and  the  customers  of  any  such  municipal  securities  dealer  shall 
be  deemed  to  be  "depositors"  as  that  term  is  used  in  section  8(c)  of 
that  Act.  Nothing  in  this  paragraph  shall  be  construed  to  affect  in  any 
way  the  powers  of  such  appropriate  regulatory  agency  to  proceed 
against  such  municipal  securities  dealer  under  any  other  provision  of 
law. 

(6)  (A)  The  Commission,  prior  to  the  entry  of  an  order  of  investi- 
gation, or  commencement  of  any  proceedings,  against  any  municipal 
securities  dealer,  or  person  associated  with  any  municipal  securities 
dealer,  for  which  the  Commission  is  not  the  appropriate  regulatory 
agency,  for  violation  of  any  provision  of  this  section,  section  15  (c)  (1) 
or  15  (c)  (2)  of  this  title,  any  rule  or  regulation  under  any  such  section, 
or  any  rule  of  the  board,^  shall  (i)  give  notice  to  the  appropriate  regu- 
latory agency  for  such  municipal  securities  dealer  of  the  identity  of 
such  municipal  securities  dealer  or  person  associated  with  such  munici- 
pal securities  dealer  and  the  nature  of  and  basis  for  such  proposed 
action  'and  (ii)  consult  wdth  such  appropriate  regulaitory  agency  con- 
cerning the  effect  of  such  proposed  action  on  sound  banking  practices 

''  So  in  original ;  probably  should  read  "Board!'. 
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and  the  feasibility  and  desirability  of  coordinating  such  action  with 
any  proceeding  or  proposed  proceeding  by  such  appropriate  regulatory 
agency  against  such  municipal  securities  dealer  or  associated  person. 

(B)  The  appropriate  regulatory  agency  for  a  municipal  securities 
dealer  (if  other  than  the  Commission) ,  prior  to  the  entry  of  an  order 
of  investigation,  or  commencement  of  any  proceedings,  against  such 
municipal  securities  dealer  or  person  associated  with  such  municipal 
securities  dealer,  for  violation  of  any  provision  of  this  section,  the 
rules  of  the  Board,  or  the  rules  or  regulations  of  the  Commission  per- 
taining to  municipal  securities  dealers,  persons  associated  with  munici- 
pal securities  dealers,  or  transactions  in  municipal  securities  shall 
(i)  give  notice  to  the  Commission  of  the  identity  of  such  municipal 
securities  dealer  or  person  associated  with  such  municipal  securities 
dealer  and  the  nature  of  and  basis  for  such  proposed  action  'and  (ii) 
consult  with  the  Commission  concerning  the  effect  of  such  proposed 
action  on  the  protection  of  investors  and  the  feasibility  and  desirability 
of  coordinating  such  action  with  any  proceeding  or  proposed  proceed- 
ing by  .the  Commission  against  such  municipal  securities  dealer  or 
associated  person. 

(C)  Nothing  in  this  paragraph  shall  be  construed  to  impair  or  limit 
(other  than  by  the  requirement  of  prior  consultation)  the  power  of 
the  Commission  or  the  appropriate  regulatory  agency  for  a  municipal 
securities  dealer  to  initiate  any  action  of  a  class  described  in  this 
paragraph  or  to  affect  in  any  way  the  power  of  the  Commission  or 
such  appropriate  regulatory  agency  to  initiate  any  other  action  pur- 
suant to  this  title  or  any  other  provision  of  law. 

(7)  (A)  Tests  required  pursuant  to  subsection  (b)  (2)  (A)  (iii)  of 
this  section  shall  be  administered  by  or  on  behalf  of  and  periodic 
examinations  pursuant  to  subsection  (b)(2)(E)  of  this  section  shall  be 
conducted  by — 

(i)  a  registered  securities  association,  in  the  case  of  municipal 
securities  brokers  and  municipal  securities  dealers  who  are  mem- 
bers of  such  association ;  and 

(ii)    the   appropriate  regulatory   agency   for   any  municipal 

securities  broker  or  municipal  securities  dealer,  in  the  case  of  all 

other    municipal    securities    brokers    and    municipal    securities 

dealers. 

(B)  A  registered  securities  association  shall  make  a  report  of  any 

examination  conducted  pursuant  to  subsection    (b)(2)(E)    of  this 

section  and  promptly  furnish  the  Commission  a  copy  thereof  and  any 

data  supplied  to  it  in  connection  with  such  examination.  Subject  to 

such  limitations  as  the  Commission,  by  rule,  determines  to  be  necessary 

or  appropriate  in  the  public  interest  or  for  the  protection  of  investors, 

the  Commission  shall,  on  request,  make  available  to  the  Board  a  copy 

of  any  report  of  an  examination  of  a  municipal  securities  broker  or 

municipal  securities  dealer  made  by  or  furnished  to  the  Commission 

pursuant  to  this  paragraph  or  section  17  (c)(3)  of  this  title. 

(8)  The  Commission  is  authorized,  by  order,  if  in  its  opinion  such 
action  is  necessary  or  appropriate  in  the  public  interest,  for  the  pro- 
tection of  investors,  or  otherwise,  in  furtherance  of  the  purposes  of  this 
title,  to  remove  from  office  or  censure  any  member  or  employee  of  the 
Board,  wlio,  the  Commission  finds,  on  the  record  after  notice  and 
opportunity  for  hoai-ing.  lias  willfully  (A)  violated  any  provision  of 
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this  title,  the  rules  and  regulations  thereunder,  or  the  rules  of  the 
Board  or  (B)  abused  his  authority. 

(d)  (1)  Neither  the  Commission  nor  the  Board  is  authorized  under 
this  title,  by  rule  or  regulation,  to  require  any  issuer  of  municipal 
securities,  directly  or  indirectly  through  a  purchaser  or  prospective 
purchaser  of  securities  from  the  issuer,  to  file  witli  the  Commission  or 
the  Board  prior  to  the  sale  of  such  securities  by  the  issuer  any  appli- 
cation, report,  or  document  in  connection  with  the  issuance,  sale,  or 
distribution  of  such  securities. 

(2)  The  Board  is  not  authorized  under  this  title  to  require  any 
issuer  of  municipal  securities,  directly  or  indirectly  through  a  munici- 
pal securities  broker  or  municipal  securities  dealer  or  otherwise,  to 
furnish  to  the  Board  or  to  a  purchaser  or  a  prospective  purchaser  of 
such  securities  any  application,  report,  document,  or  information  with 
respect  to  such  issuer :  Provided^  however^  That  the  Board  may  require 
municipal  securities  brokers  and  municipal  securities  dealers  to  fur- 
nish to  the  Board  or  purchasers  or  prospective  purcliasers  of  municipal 
securities  applications,  reports,  documents,  and  information  with 
respect  to  the  issuer  thereof  which  is  generally  available  from  a  source 
other  than  such  issuer.  Nothing  in  this  paragraph  shall  be  construed 
to  impair  or  limit  the  power  of  the  Commission  under  any  provision 
of  this  title. 

DIREOrORS,   OFFICERS,   AND  PRINCIPAL   eTOCKHOLDERS 

Sec.  16.  (a)  Every  person  who  is  directly  or  indirectly  the  bene- 
ficial owner  of  more  than  10  per  centum  of  any  class  of  any  equity 
security  (other  than  an  exempted  security)  which  is  registered  pur- 
suant to  section  12  of  this  title,  or  who  is  a  director  or  an  officer  of 
the  issuer  of  such  security,  shall  file,  at  the  time  of  the  registration  of 
such  security  on  a  national  securities  exchange  or  by  the  effective  date 
of  a  registration  statement  filed  pursuant  to  section  12(g)  of  this  title, 
or  within  ten  days  after  he  becomes  such  beneficial  owner,  director, 
t)r  officer,  a  statement  with  the  Commission  (and,  if  such  security  is 
registered  on  a  national  securities  exchange,  also  with  the  exchange) 
of  the  amount  of  all  equity  securities  of  such  issuer  of  which  he  is  the 
beneficial  owner,  and  within  ten  days  after  the  close  of  each  calendar 
month  thereafter,  if  there  has  been  a  change  in  such  ownership  during 
such  month,  shall  file  with  the  Commission  (and  if  such  security  is 
registered  on  a  national  securities  exchange,  shall  also  file  with  the 
exchange),  a  statement  indicating  his  ownership  at  the  close  of  the 
calendar  month  and  such  changes  in  his  ownership  as  have  occurred 
during  such  calendar  month. 

(b)  For  the  purpose  of  preventing  the  unfair  use  of  information 
which  may  have  been  obtained  by  such  beneficial  owner,  director, 
or  officer  by  reason  of  his  relationship  to  the  issuer,  any  profit  real- 
ized by  him  from  any  purchase  and  sale,  or  any  sale  and  purchase, 
of  any  equity  security  of  such  issuer  (other  than  an  exempted  secu- 
rity) within  any  period  of  less  than  six  months,  unless  such  security 
was  acquired  in  good  faith  in  connection  with  a  debt  previously 
contracted,  shall  inure  to  and  be  recoverable  by  the  issuer,  irrespec- 
tive of  any  intention  on  the  part  of  such  beneficial  owner,  director, 
or  officer  m  entering  into  such  transaction  of  holding  the  security 
purchased  or  of  not  repurchasing  the  security  sold  for  a  period  exceed- 
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ing  six  months.  Suit  to  recover  such  profit  may  be  instituted  at  law  or 
in  equity  in  any  court  of  competent  jurisdiction  by  the  issuer,  or  by 
the  owner  of  any  security  of  the  issuer  in  the  name  and  in  behalf  of 
the  issuer  if  the  issuer  shall  fail  or  refuse  to  bring  such  suit  within 
sixty  days  after  request  or  shall  fail  diligently  to  prosecute  the  same 
thereafter ;  but  no  such  suit  shall  be  brought  more  than  two  years  after 
the  date  such  profit  was  realized.  This  subsection  shall  not  be  construed 
to  cover  an;^  transaction  where  such  beneficial  owner  was  not  such 
both  at  the  time  of  the  purchase  and  sale,  or  the  sale  and  purchase,  of 
the  security  involved,  or  any  transaction  or  transactions  which  the 
Commission  by  rules  and  regulations  may  exempt  as  not  comprehended 
within  the  purpose  of  this  subsection. 

(c)  It  shall  be  unlawful  for  any  such  beneficial  owner,  director, 
or  officer,  directly  or  indirectly,  to  sell  any  equity  security  of  such 
issuer  (other  than  an  exempted  security),  if  the  person  selling  the 
security  or  his  principal  (1)  does  not  own  the  security  sold,  or  (2) 
if  owning  the  security,  does  not  deliver  it  against  such  sale  within 
twenty  days  thereafter,  or  does  not  within  five  days  after  such  sale 
deposit  it  in  the  mails  or  other  usual  channels  of  transportation; 
but  no  person  shall  be  deemed  to  have  violated  this  subsection  if  he 
proves  that  notwithstanding  the  exercise  of  good  faith  he  was  unable 
to  make  such  delivery  or  deposit  within  such  time,  or  that  to  do 
so  would  cause  undue  inconvenience  or  expense. 

(d)  The  provisions  of  subsection  (b)  of  this  section  shall  not  apply 
to  any  purchase  and  sale,  or  sale  and  purchase,  and  the  provisions  of 
subsection  (c)  of  this  section  shall  not  apply  to  any  sale,  of  an  equity 
security  not  then  or  theretofore  held  by  him  in  an  investment  account, 
by  a  dealer  in  the  ordinary  course  of  his  business  and  incident  to  the 
establishment  or  maintenance  by  him  of  a  primary  or  secondary  mar- 
ket (otherwise  than  on  a  national  securities  exchange  or  an  exchange 
exempted  from  registration  under  section  5  of  this  title)  for  such  secu- 
rity. The  Commission  may,  by  such  rules  and  regulations  as  it  deems 
necessary  or  appropriate  in  the  public  interest,  define  and  prescribe 
terms  and  conditions  with  respect  to  securities  held  in  an  investment 
account  and  transactions  made  in  the  ordinary  course  of  business  and 
incident  to  the  establishment  or  maintenance  of  a  primary  or  secondary 
market. 

(e)  The  provisions  of  this  section  shall  not  apply  to  foreign  or 
domestic  arbitrage  transactions  unless  made  in  contravention  of  such 
rules  and  regulations  as  the  Commission  may  adopt  in  order  to  carry 
out  the  purposes  of  this  section. 

ACCOUXTS    AND   RECORDS,   EXAMIXATIOXS    OF   EXCHANGES,   MEMBERS,   AND 

OTHERS 

Sec.  17.  (a)(1)  Every  national  securities  exchange,  member  thereof, 
broker  or  dealer  who  transacts  a  business  in  securities  through  the 
medium  of  any  such  member,  registered  securities  association,  regis- 
tered broker  or  dealer,  registered  municipal  securities  dealer,  regis- 
tered securities  information  processor,  registered  transfer  agent,  and 
registered  clearing  agency  and  the  Municipal  Securities  Rulemaking 
Board  shall  make  and  keep  for  prescribed  periods  such  records,  fur- 
nish such  copies  thereof,  and  make  and  disseminate  such  reports  as  the 
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Commission,  by  rule,  prescribes  as  necessary  or  appropriate  in  the 
public  interest,  for  the  protection  of  investors,  or  otherwise  in  further- 
ance of  the  purposes  of  this  title. 

(2)  Every  registered  clearing  agency  shall  also  make  and  keep  for 
prescribed  periods  such  records,  furnish  such  copies  thereof,  and  make 
and  disseminate  such  reports,  as  the  appropriate  regulatory  agency 
for  such  clearing  agency,  by  rule,  prescribes  as  necessary  or  appropri- 
ate for  the  safeguarding  of  securities  and  funds  in  the  custody  or 
control  of  such  clearing  agency  or  for  which  it  is  responsible. 

(3)  Every  registered  transfer  agent  shall  also  make  and  keep  for 
prescribed  periods  such  records,  furnish  such  copies  thereof,  and  make 
such  reports  as  the  appropriate  regulatory  agency  for  such  transfer 
agent,  by  rule,  prescribes  as  necessary  or  appropriate  in  furtherance 
of  the  purposes  of  section  17A  of  this  title. 

(b)  All  records  of  persons  described  in  subsection  (a)  of  this  section 
are  subject  at  any  time,  or  from  time  to  time,  to  such  reasonable 
periodic,  special,  or  other  examinations  by  representatives  of  the  Com- 
mission and  the  appropriate  regulatory  agency  for  such  persons  as 
the  Commission  or  the  appropriate  regulatory  agency  for  such  persons 
deems  necessary  or  appropriate  in  the  public  interest,  for  the  protec- 
tion of  investors,  or  otherwise  in  furtherance  of  the  purposes  of  this 
title :  Provided^  Junoever^  That  the  Commission  shall,  prior  to  conduct- 
ing any  such  examination  of  a  registered  clearing  agency,  registered 
transfer  agent,  or  registered  municipal  securities  dealer  for  which  it  is 
not  the  appropriate  regulatory  agency,  give  notice  to  the  appropriate 
regulatory  agency  for  such  clearing  agency,  transfer  agent,  or  munic- 
ipal securities  dealer  of  such  proposed  examination  and  consult  with 
such  appropriate  regulatory  agency  concerning  the  feasibility  and 
desirability  of  coordinating  such  examination  with  examinations  con- 
ducted by  such  appropriate  regulatory  agency  with  a  view  to  avoiding 
unnecessary  regulatory  duplication  or  undue  regulatory  burdens  for 
such  clearing  agency,  transfer  agent,  or  municipal  securities  dealer. 
Nothing  in  the  proviso  to  the  preceding  sentence  shall  be  construed  to 
impair  or  limit  (other  than  by  the  requirement  of  prior  consultation) 
the  power  of  the  Commission  under  this  subsection  to  examine  any 
clearing  agency,  transfer  agent,  or  municipal  securities  dealer  or  to 
affect  in  any  way  the  power  of  the  Commission  under  any  other  pro- 
vision of  this  title  or  otherwise  to  inspect,  examine,  or  investigate  any 
such  clearing  agency,  transfer  agent,  or  municipal  securities  dealer. 

(c)  (1)  Every  clearing  agency,  transfer  agent,  and  municipal  secu- 
rities dealer  for  which  the  Commission  is  not  the  appropriate  regula- 
tory agency  shall  (A)  file  with  the  appropriate  regulatory  agency  for 
such  clearing  agency,  transfer  agent,  or  municipal  securities  dealer  a 
copy  of  any  application,  notice,  proposal,  report,  or  document  filed 
with  the  Commission  by  reason  of  its  being  a  clearing  agency,  transfer 
agent,  or  municipal  securities  dealer  and  (B)  file  with  the  Commission 
a  copy  of  any  application,  notice,  proposal,  report,  or  document  filed 
with  such  appropriate  regulatory  agency  by  reason  of  its  being  a 
clearing  agency,  transfer  agent,  or  municipal  securities  dealer.  The 
Municipal  Securities  Rulemaking  Board  shall  file  with  each  agency 
enumerated  in  section  3(a)  (34)  (A)  of  this  title  copies  of  every  pro- 
posed rule  change  filed  with  the  Commission  pursuant  to  section  19  (b) 
of  this  title. 
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(2)  The  appropriate  regulatory  agency  for  a  clearing  agency, 
transfer  agent,  or  municipal  securities  dealer  for  which  the  Commis- 
sion is  not  the  appropriate  regulatory  agency  shall  file  with  the  Com- 
mission notice  of  the  commencement  of  any  proceeding  and  a  copy  of 
any  order  entered  by  such  appropriate  regulatory  agency  against  such 
clearing  agency,  transfer  agent,  or  municipal  securities  dealer,  and 
the  Commission  shall  file  with  such  appropriate  regulatory  agency 
notice  of  the  commencement  of  any  proceeding  and  a  copy  of  any 
order  entered  by  the  Commission  against  such  clearing  agency,  trans- 
fer agent,  or  municipal  securities  dealer. 

(S)  The  Commission  and  the  appropriate  regulatory  agency  for  a 
clearing  agency,  transfer  agent,  or  municipal  securities  dealer  for 
which  the  Commission  is  not  the  appropriate  regulatory  agency  shall 
each  notify  the  other  and  make  a  report  of  any  examination  conducted 
by  it  of  such  clearing  agency,  transfer  agent,  or  municipal  securities 
dealer,  and,  upon  request,  furnish  to  the  other  a  copy  of  such  report 
and  any  data  supplied  to  it  in  connection  with  such  examination. 

(d)  (1)  The  Commission,  by  rule  or  order,  as  it  deems  necessary 
or  appropriate  in  the  public  interest  and  for  the  protection  of  inves- 
tors, to  foster  cooperation  and  coordination  among  self-regulatory 
organizations,  or  to  remove  impediments  to  and  foster  the  develop- 
ment of  a  national  market  system  and  national  system  for  the  clear- 
ance and  settlement  of  securities  transactions,  may — 

(A)  with  respect  to  any  person  who  is  a  member  of  or  partici- 
pant in  more  than  one  self -regulatory  organization,  relieve  any 
such  self-regulatory  organization  of  any  responsibility  under  this 
title  (i)  to  receive  regulatory  reports  from  such  person,  (ii)  to 
examine  such  person  for  compliance,  or  to  enforce  compliance  by 
such  person,  with  specified  provisions  of  this  title,  the  rules  and 
regulations  thereunder,  and  its  own  rules,  or  (iii)  to  carry  out 
other  specified  regulatory  functions  with  respect  to  such  person, 
and 

(B)  allocate  among  self -regulatory  organizations  the  author- 
ity to  adopt  rules  with  respect  to  matters  as  to  which,  in  the 
absence  of  such  allocation,  such  self-regulatory  organizations 
share  authority  under  this  title. 

In  making  any  such  rule  or  entering  any  such  order,  the  Commission 
shall  take  into  consideration  the  regulatory  capabilities  and  procedures 
of  the  self -regulatory  organizations,  availability  of  staff,  convenience 
of  location,  unnecessary  regulatory  duplication,  and  such  other  factors 
as  the  Commission  may  consider  germane  to  the  protection  of  inves- 
tors, cooperation  and  coordination  among  self -regulatory  organiza- 
tions, and  the  development  of  a  national  market  system  and  a  national 
system  for  the  clearance  and  settlement  of  securities  transactions. 
The  Commission,  by  rule  or  order,  as  it  deems  necessary  or  appropriate 
in  the  public  interest  and  for  the  protection  of  investors,  may  require 
any  self -regulatory  organization  relieved  of  any  responsibility  pursu- 
ant to  this  paragraph,  and  any  person  with  respect  to  whom  such 
responsibility  relates,  to  take  such  steps  as  are  specified  in  any  such 
rule  or  order  to  notify  customers  of,  and  persons  doing  business  with, 
such  person  of  the  limited  nature  of  such  self-regulatory  organiza- 
tion's responsibility  for  such  person's  acts,  practices,  and  course  of 
business. 
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(2)  A  self -regulatory  organization  shall  furnish  copies  of  any 
report  of  examination  of  any  person  who  is  a  member  of  or  a  par- 
ticipant in  such  self- regulatory  organization  to  any  other  self-regula- 
tory organization  of  which  such  person  is  a  member  or  in  which  such 
person  is  a  participant  upon  the  request  of  such  person,  such  other 
self -regulatory  organization,  or  the  Commission. 

(e)(1)(A)  Every  registered  broker  or  dealer  shall  annually  file 
with  the  Commission  a  balance  sheet  and  income  statement  certified 
by  an  independent  public  accountant,  prepared  on  a  calendar  or  fiscal 
year  basis,  and  such  other  financial  statements  (which  shall,  as  the 
Commission  specifies,  be  certified)  and  information  concerning  its 
financial  condition  as  the  Commission,  by  rule  may  prescribe  as  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors. 

(B)  Every  registered  broker  and  dealer  shall  annually  send  to  its 
customers  its  certified  balance  sheet  and  such  other  financial  state- 
ments and  information  concerning  its  financial  condition  as  the  Com- 
mission, by  rule,  may  prescribe  pursuant  to  subsection  (a)  of  this 
section. 

(C)  The  Commission,  by  rule  or  order,  may  conditionally  or 
unconditionally  exempt  any  registered  broker  or  dealer,  or  class  of 
such  brokers  or  dealers,  from  any  provision  of  this  paragraph  if  the 
Commission  determines  that  such  exemption  is  consistent  with  the 
public  interest  and  the  protection  of  investors. 

(2)  The  Commission,  by  rule,  as  it  deems  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors,  may  prescribe 
the  form  and  content  of  financial  statements  filed  pursuant  to  this  title 
and  the  accounting  principles  and  accounting  standards  used  in  their 
preparation. 

(f)  (1)  Every  national  securities  exchange,  member  thereof,  regis- 
tered securities  association,  broker,  dealer,  municipal  securities  dealer, 
registered  transfer  agent,  registered  clearing  agency,  participant 
therein,  member  of  the  Federal  Reserve  System,  and  bank  whose 
deposits  are  insured  by  the  Federal  Deposit  Insurance  Corporation 
shall — 

(A)  report  to  the  Commission  or  other  person  designated  by 
the  Commission  such  information  about  missing,  lost,  counterfeit, 
or  stolen  securities,  in  such  form  and  within  such  time  as  the  Com- 
mission, by  rule,  determines  is  necessary  or  appropriate  in  the  pub- 
lic  interest  or  for  the  protection  of  investors;  such  information 
shall  be  available  on  request  for  a  reasonable  fee,  to  any  such 
exchange,  member,  association,  broker,  dealer,  municipal  securities 
dealer,  transfer  agent,  clearing  agency,  participant,  member  of 
the  Federal  Reserve  System,  or  insured  bank,  and  such  other  per- 
sons as  the  Commission,  by  rule,  designates ;  and 

(B)  make  such  inquiry  with  respect  to  information  reported 
pursuant  to  this  subsection  as  the  Commission,  by  rule,  prescribes 
as  necesary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  to  determine  whether  securities  in  their  cus- 
tody or  control,  for  which  they  are  responsible,  or  in  which  they 
are  effecting,  clearing,  or  settling  a  transaction  have  been  reported 
as  missing,  lost,  counterfeit,  or  stolen. 

(2)  Every  member  of  a  national  securities  exchange,  broker,  dealer, 
registered  transfer  agent,  and  registered  clearing  agency,  shall  require 
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that  each  of  its  partners,  directors,  officers,  and  employees  be  finger- 
printed and  shall  submit  such  fingerprints,  or  cause  the  same  to  be 
submitted,  to  the  Attorney  General  of  the  United  States  for  identifi- 
cation and  appropriate  processing.  The  Commission,  by  rule,  may 
exempt  from  the  provisions  of  this  paragraph  upon  specified  terms, 
conditions,  and  periods,  any  class  of  partners,  directors,  officers,  or 
employees  of  any  such  member,  broker,  dealer,  transfer  agent,  or 
clearing  agency,  if  the  Commission  finds  that  such  action  is  not  incon- 
sistent with  the  public  interest  or  the  protection  of  investors. 

(3)  In  order  to  carry  out  the  authority  under  paragraphs  (1)  and 
(2)  above,  the  Commission  or  its  designee  may  enter  into  agreement 
with  the  Attorney  General  to  use  the  facilities  of  the  National  Crime 
Information  Center  ("NCIC")  to  receive,  store,  and  disseminate  infor- 
mation in  regard  to  missing,  lost,  counterfeit,  or  stolen  securities  and 
to  permit  direct  inquiry  access  to  NCIC's  file  on  such  securities  for 
the  financial  community. 

(4)  In  regard  to  paragraphs  (1),  (2),  and  (3),  above  insofar  as 
such  paragraphs  apply  to  any  bank  or  member  of  the  Federal  Reserve 
System,  the  Commission  may  delegate  its  authority  to: 

(A)  the  Comptroller  of  the  Currency  as  to  national  banks 
and  banks  operating  under  the  Code  of  Law  for  the  District  of 
Columbia ; 

(B)  the  Federal  Reserve  Board  in  regard  to  any  member  of 
the  Federal  Reserve  System  which  is  not  a  national  bank  or  a 
bank  operating  under  the  Code  of  Law  for  the  District  of  Colum- 
bia; and 

(C)  the  Federal  Deposit  Insurance  Corporation  for  any  State 
bank  which  is  insured  by  the  Federal  Deposit  Insurance  Cor- 
poration but  which  is  not  a  member  of  the  Federal  Reserve 
System. 

(5)  The  Commission  shall  encourage  the  insurance  industry  to 
require  their  insured  to  report  expeditiously  instances  of  missing,  lost, 
counterfeit,  or  stolen  securities  to  the  Commission  or  to  such  other 
person  as  the  Commission  may,  by  rule,  designate  to  receive  such 
information. 

(g)  Any  broker,  dealer,  or  other  person  extending  credit  who  is 
subject  to  the  rules  and  regulations  prescribed  by  the  Board  of  Gover- 
nors of  the  Federal  Resen-e  System  pursuant  to  this  title  shall  make 
such  reports  to  the  Board  as  it  may  require  as  necessary  or  appropriate 
to  enable  it  to  perform  the  functions  conferred  upon  it  by  this  title. 
If  any  such  broker,  dealer,  or  other  person  shall  fail  to  make  any  such 
report  or  fail  to  furnish  full  information  therein,  or,  if  in  the  judg- 
ment of  the  Board  it  is  otherwise  necessary,  such  broker,  dealer,  or 
other  person  shall  permit  such  inspections  to  be  made  by  the  Board 
with  respect  to  the  business  operations  of  such  broker,  dealer,  or  other 
person  as  the  Board  may  deem  necessary  to  enable  it  to  obtain  the 
required  information. 

NATIONAI    SYSTEM  FOR  CLEARANCE  AND  SETTLEMENT  OF  SECURITIES 

TRANSACTIONS 

Sec.  17A.  (a)  (1)  The  Congress  finds  that^ 

(A)  The  prompt  and  accurate  clearance  and  settlement  of 
securities  transactions,  including  the  transfer  of  record  owner- 
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ship  and  the  safeguarding  of  securities  and  funds  related  thereto, 
are  necessary  for  the  protection  of  investors  and  persons  facilitat- 
ing transactions  by  and  acting  on  behalf  of  investors. 

(B)  Inefficient  procedures  for  clearance  and  settlement  impose 
unnecessary  costs  on  investors  and  persons  facilitating  transac- 
tions by  and  acting  on  behalf  of  investors. 

(C)  New  data  processing  and  communications  techniques 
create  the  opportunity  for  more  efficient,  eflfective,  and  safe  pro- 
cedures for  clearance  and  settlement. 

(D)  The  linking  of  all  clearance  and  settlement  facilities  and 
the  development  of  uniform  standards  and  procedures  for  clear- 
ance and  settlement  will  reduce  unnecessary  costs  and  increase 
the  protection  of  investors  and  persons  facilitating  transactions 
by  and  acting  on  behalf  of  investors. 

(2)  The  Commission  is  directed,  therefore,  having  due  regard  for 
the  public  interest,  the  protection  of  investors,  the  safeguarding  of 
securities  and  funds,  and  maintenance  of  fair  competition  among 
brokers  and  dealers,  clearing  agencies,  and  transfer  agents,  to  use  its 
authority  under  this  title  to  facilitate  the  establishment  of  a  national 
system  for  the  prompt  and  accurate  clearance  and  settlement  of  trans- 
actions in  securities  (other  than  exempted  securities)  in  accordance 
with  the  findings  and  to  carry  out  the  objectives  set  forth  in  para- 
graph (1)  of  this  subsection.  The  Commission  shall  use  its  authority 
under  this  title  to  assure  equal  regulation  under  this  title  of  registered 
clearing  agencies  and  registered  transfer  agents. 

(b)(1)  Except  as  otherwise  provided  in  this  section,  it  shall  be 
unlawful  for  any  clearing  agency,  unless  registered  in  accordance 
with  this  subsection,  directly  or  indirectly,  to  make  use  of  the  mails 
or  any  means  or  instrumentality  of  interstate  commerce  to  perform 
the  functions  of  a  clearing  agency  with  respect  to  any  security  (other 
than  an  exempted  security).  The  Commission,  by  rule  or  order,  upon 
its  own  motion  or  upon  application,  may  conditionally  or  uncondi- 
tionally exempt  any  clearing  agency  or  security  or  any  class  of  clear- 
ing agencies  or  securities  from  any  provisions  of  this  section  or  the 
rules  or  regulations  thereunder,  if  the  Commission  finds  that  such 
exemption  is  consistent  with  the  public  interest,  the  protection  of 
investors,  and  the  purposes  of  this  section,  including  the  prompt  and 
accurate  clearance  and  settlement  of  securities  transactions  and  the 
safeguarding  of  securities  and  funds.  A  clearing  agency  or  transfer 
agent  shall  not  perform  the  functions  of  both  a  clearing  agency  and  a 
transfer  agent  unless  such  clearing  agency  or  transfer  agent  is  regis- 
tered in  accordance  with  this  subsection  and  subsection  (c)  of  this 
section. 

(2)  A  clearing  agency  may  be  registered  under  the  terms  and  con- 
ditions hereinafter  provided  in  this  subsection  and  in  accordance  with 
the  provisions  of  section  19(a)  of  this  title,  by  filing  with  the  Commis- 
sion an  application  for  registration  in  such  form  as  the  Commission, 
by  rule,  may  prescribe  containing  the  rules  of  the  clearing  agency  and 
such  other  information  and  documents  as  the  Commission,  by  rule, 
may  prescribe  as  necessary  or  appropriate  in  the  public  interest  or  for 
the  prompt  and  accurate  clearance  and  settlement  of  securities 
transactions. 

(3)  A  clearing  agency  shall  not  be  registered  unless  the  Commis- 
sion determines  that — 
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(A)  Such  clearing  agency  is  so  organized  and  has  the  capac- 
ity to  be  able  to  facilitate  the  prompt  and  accurate  clearance  and 
settlement  of  securities  transactions  for  which  it  is  responsible,  to 
safeguard  securities  and  funds  in  its  custody  or  control  or  for 
Y'hich  it  is  responsible,  to  comply  with  the  provisions  of  this  title 
and  the  rules  and  regulations  thereunder,  to  enforce  (subject  to 
any  rule  or  order  of  the  Commission  pursuant  to  section  17(d)  or 
19(g)(2)  of  this  title)  compliance  by  its  participants  with  the 
rales  of  the  clearing  agency,  and  to  carry  out  the  purposes  of  this 
section. 

(B)  Subject  to  the  provisions  of  paragraph  (4)  of  this  sub- 
s< action,  the  rules  of  the  clearing  agency  provide  that  any  (i)  reg- 
istered broker  or  dealer,  (ii)  other  registered  clearing  agency, 
(iii)  registered  investment  company,  (iv)  bank,  (v)  insurance 
company,  or  (vi)  other  person  or  class  of  persons  as  the  Com- 
mission, by  rule,  may  from  time  to  time  designate  as  appropriate 
to  the  development  of  a  national  system  for  the  prompt  and 
accurate  clearance  and  settlement  of  securities  transactions  may 
become  a  participant  in  such  clearing  agency. 

(C)  The  rules  of  the  clearing  agency  assure  a  fair  representa- 
tion of  its  shareholders  (or  members)  and  participants  in  the  se- 
lection of  its  directors  and  administration  of  its  affairs.  (The 
Commission  may  determine  that  the  representation  of  partici- 
pants is  fair  if  they  are  afforded  a  reasonable  opportunity  to 
acquire  voting  stock  of  the  clearing  agency,  directly  or  indirectly, 
in  reasonable  proportion  to  their  use  of  such  clearing  agency.) 

(D)  The  rules  of  the  clearing  agency  provide  for  the  equitable 
allocation  of  reasonable  dues,  fees,  and  other  charges  among  its 
participants. 

(E)  The  rules  of  the  clearing  agency  do  not  impose  any  sched- 
ule of  prices,  or  fix  rates  or  other  fees,  for  services  rendered  by  its 
participants. 

(F)  The  rules  of  the  clearing  agency  are  designed  to  promote 
the  prompt  and  accurate  clearance  and  settlement  of  securities 
transactions,  to  assure  the  safeguarding  of  securities  and  funds 
which  are  in  the  custody  or  control  of  the  clearing  agency  or  for 
which  it  is  responsible,  to  foster  cooperation  and  coordination 
with  persons  engaged  in  the  clearance  and  settlement  gf  securities 
transactions,  to  remove  impediments  to  and  perfect  the  mechanism 
of  a  national  system  for  the  prompt  and  accurate  clearance  and 
settlement  of  securities  transactions,  and,  in  general,  to  protect 
investors  and  the  public  interest ;  and  are  not  designed  to  permit 
unfair  discrimination  in  the  admission  of  participants  or  among 
participants  in  the  use  of  the  clearing  agency,  or  to  regulate  by 
virtue  of  any  authority  conferred  by  this  title  matters  not  related 
to  the  purposes  of  this  section  or  the  administration  of  the  clear- 
ing agency. 

(G)  The  rules  of  the  clearing  agency  provide  that  (subject 
to  any  rule  or  order  of  the  Commission  pursuant  to  section  17(d) 
or  19 (ff)  (2)  of  this  title)  its  participants  shall  be  appropriately 
disciplined  for  violation  of  any  provision  of  the  rules  of  the  dear- 
ing  agency  by  expulsion,  suspension,  limitation  of  activities,  func- 
tions, and  operations,  fine,  censure,  or  any  other  fitting  sanction. 
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(H)  The  rules  of  the  clearing  agency  are  in  accordance  with 
the  provisions  of  paragraph  (5)  of  this  subsection,  and,  in  general, 
provide  a  fair  procedure  with  respect  to  the  disciplining  of  par- 
ticipants, the  denial  of  participation  to  any  persons  seeking  par- 
ticipation therein,  and  the  prohibition  or  limitation  by  the  clear- 
ing agency  of  any  person  with  respect  to  access  to  services  offered 
by  the  clearing  agency. 

(I)  The  rules  of  the  clearing  agency  do  not  impose  any  bur- 
den on  competition  not  necessary  or  appropriate  in  furtherance 
of  the  purposes  of  this  title. 

(4)  (A)  A  registered  clearing  agency  may,  and  in  cases  in  which 
the  Commission,  by  order,  directs  as  appropriate  in  the  public  interest 
shall,  deny  participation  to  any  person  subject  to  a  statutory  dis- 
qualification. A  registered  clearing  agency  shall  file  notice  with  the 
Commission  not  less  than  thirty  days  prior  to  admitting  any  person 
to  participation,  if  the  clearing  agency  knew,  or  in  the  exercise  of 
reasonable  care  should  have  known,  that  such  person  was  subject  to 
a  statutory  disqualification.  The  notice  shall  be  in  such  form  and 
contain  such  information  as  the  Commission,  by  rule,  may  prescribe 
as  necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors. 

(B)  A  registered  clearing  agency  may  deny  participation  to,  or 
condition  the  participation  of,  any  person  if  such  person  does  hot 
meet  such  standards  of  financial  responsibility,  operational  capability, 
experience,  and  competence  as  are  prescribed  by  the  rules  of  the 
clearing  agency.  A  registered  clearing  agency  may  examine  and  verify 
the  qualifications  of  an  applicant  to  be  a  participant  in  accordance 
with  procedures  established  by  the  rules  of  the  clearing  agency. 

(5)  (A)  In  any  proceeding  by  a  registered  clearing  agency  to  deter- 
mine whether  a  participant  should  be  disciplined  (other  than  a  sum- 
mary proceeding  pursuant  to  subparagraph  (C)  of  this  paragraph), 
the  clearing  agency  shall  bring  specific  charges,  notify  such  participant 
of,  and  give  him  an  opportunity  to  defend  against  such  charges,  and 
keep  a  record.  A  determination  by  the  clearing  agency  to  impose  a 
disciplinary  sanction  shall  be  supported  by  a  statement  setting  forth — 

(i)  any  act  or  practice  in  which  such  participant  has  been 
found  to  have  engaged,  or  which  such  participant  has  been  found 
to  have  omitted ; 

(ii)  the  specific  provisions  of  the  rules  of  the  clearing  agency 
which  any  such  act  or  practice,  or  omission  to  act,  is  deemed  to 
violate;  and 

(iii)  the  sanction  imposed  and  the  reasons  therefor. 
(B)  In  any  proceeding  by  a  registered  clearing  agency  to  deter- 
mine whether  a  person  shall  be  denied  participation  or  prohibited  or 
limited  with  respect  to  access  to  services  offered  by  the  clearing 
agency,  the  clearing  agency  shall  notify  such  person  of,  and  give  him 
an  opportunity  to  be  heard  upon,  the  specific  grounds  for  denial  or 
prohibition  or  limitation  under  consideration  and  keep  a  record.  A 
determination  by  the  clearing  agency  to  deny  participation  or  pro- 
hibit or  limit  a  person  with  respect  to  access  to  services  offered  by 
the  clearing  agency  shall  be  supported  by  a  statement  setting  forth 
the  specific  grounds  on  which  the  denial  or  prohibition  or  limitation 
is  based. 
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(C)  A  registered  clearing  agency  may  summarily  suspend  and 
close  the  accounts  of  a  participant  who  (i)  has  been  and  is  expelled 
or  suspended  from  any  self -regulatory  organization,  (ii)  is  in  default 
of  any  delivery  of  funds  or  securities  to  the  clearing  agency,  or  (iii) 
is  in  such  financial  or  operating  difficulty  that  the  clearing  agency 
determines  and  so  notifies  the  appropriate  regulatory  agency  for  such 
participant  that  such  suspension  and  closing  of  accounts  are  neces- 
sary for  the  protection  of  the  clearing  agency,  its  participants, 
creditors,  or  investors.  A  participant  so  summarily  suspended  shall 
be  promptly  afforded  an  opportunity  for  a  hearing  by  the  clearing 
agency  in  accordance  with  the  provisions  of  subparagraph  (A)  of 
this  paragraph.  The  appropriate  regulatory  agency  for  such  par- 
ticipant, by  order,  may  stay  any  such  summary  suspension  on  its  own 
motion  or  upon  application  by  any  person  aggrieved  thereby,  if  such 
appropriate  regulatory  agency  determines  summarily  or  after  notice 
and  opportunity  for  hearing  (which  hearing  may  consist  solely  of 
the  submission  of  affidavits  or  presentation  of  oral  arguments)  that 
such  stay  is  consistent  with  the  public  interest  and  protection  of 
investors. 

(6)  No  registered  clearing  agency  shall  prohibit  or  limit  access  by 
any  person  to  services  offered  by  any  participant  therein. 

(c)(1)  Except  as  otherwise  provided  in  this  section,  it  shall  be 
unlawful  for  any  transfer  agent,  unless  registered  in  accordance  with 
this  section,  directly  or  indirectly,  to  make  use  of  the  mails  or  any 
means  or  instrumentality  of  interstate  commerce  to  perform  the  func- 
tion of  a  transfer  agent  with  respect  to  any  security  registered  under 
section  12  of  this  title  or  which  would  be  required  to  be  registered 
except  for  the  exemption  from  registration  provided  by  subsection 
( g)  (2)  (B)  or  (g)  (2)  (G)  of  that  section.  The  appropriate  regulatory 
agency,  by  rule  or  order,  uj)on  its  own  motion  or  upon  application, 
may  conditionally  or  unconditionally  exempt  any  person  or  security 
or  class  of  persons  or  securities  from  any  provision  of  this  section  or 
any  rule  or  regulation  prescribed  under  this  section,  if  the  appropriate 
regulatory  agency  finds  (A)  that  such  exemption  is  in  the  public 
interest  and  consistent  with  the  protection  of  investors  and  the  pur- 
poses of  this  section,  including  the  prompt  and  accurate  clearance  and 
settlement  of  securities  transactions  and  the  safeguarding  of  securities 
and  funds,  and  (B)  the  Commission  does  not  object  to  such  exemption. 

(2)  A  transfer  agent  may  be  registered  by  filing  with  the  appro- 
priate regulatory  agency  for  such  transfer  agent  an  application  for 
registration  in  such  form  and  containing  such  information  and  docu- 
ments concerning  such  transfer  agent  as  such  appropriate  regulatory 
agency  may  prescribe  as  necessary  or  appropriate  in  furtherance  of  the 
purposes  of  this  section.  Except  as  hereinafter  provided,  such  registra- 
tion shall  become  effective  thirty  days  after  receipt  of  such  application 
by  such  appropriate  regulatory  asrency  or  within  such  shorter  period 
of  time  as  such  appropriate  regulatory  agency  may  determine. 

(3)  (A)  The  appropriate  regulatory  agency  for  a  trajisfer  agent, 
by  order,  shall  deny  registration  to,  censure,  place  limitations  on  the 
activities,  functions,  or  operations  of,  suspend  for  a  period  not  exceed- 
ing twelve  months,  or  revoke  the  registration  of  such  transfer  agent, 
if  such  appropriate  regula/tory  agency  finds,  on  the  record  after  notice 
aiul  opi)ortunity  for  hearing,  that  such  denial,  censure,  placing  of 
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limitations,  suspension,  or  revocation  is  in  the  public  interest  and  that 
such  transfer  agent  has  willfully  violated  or  is  unable  to  comply  with 
any  provision  of  this  section  or  section  17  of  this  title  or  the  rules  or 
regulations  thereunder. 

(B)  Pending  final  determination  whether  any  registration  by  a 
transfer  agent  under  this  subsection  shall  be  denied,  the  appropriate 
regulatory  agency  for  such  transfer  agent,  by  order,  may  postpone 
the  effective  date  of  such  registration  for  a  period  not  to  exceed  fifteen 
days,  but  if,  after  notice  and  opportunity  for  hearing  (which  may 
consist  solely  of  affidavits  and  oral  arguments) ,  it  shall  appear  to  such 
appropriate  regulatory  agency  to  be  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  to  postpone  the  effec- 
tive date  of  such  registration  until  final  determination,  such  appro- 
priate regulatory  agency  shall  so  order.  Pending  final  determination 
whether  any  registration  under  this  subsection  shall  be  revoked,  such 
appropriate  regulatory  agency,  by  order,  may  suspend  such  registra- 
tion, if  such  suspension  a,ppears  to  such  appropriate  regulatoiy  agency, 
after  notice  and  opportunity  for  hearing,  to  be  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors. 

(C)  A  registered  transfer  agent  may,  upon  such  terms  and  con- 
ditions as  the  appropriate  regulatory  agency  for  such  transfer  agent 
deems  necessary  or  appropriate  in  the  public  interest,  for  the  protec- 
tion of  investors,  or  in  furtherance  of  the  purposes  of  this  section, 
withdraw  from  registration  by  filing  a  written  notice  of  withdrawal 
with  such  appropriate  regulatory  agency.  If  such  appropriate  regula- 
tory agency  rinds  that  any  transfer  agent  for  which  it  is  the  appro- 
priate regulatory  agency,  is  no  longer  in  existence  or  has  ceased  to  do 
business  as  a  transfer  agent,  such  appropriate  regulatory  agency,  by 
order,  shall  cancel  or  deny  the  registration. 

(d)  (1)  No  registered  clearing  agency  or  registered  transfer  agent 
shall,  directly  or  indirectly,  engage  in  any  activity  as  clearing  agency 
or  transfer  agent  in  contravention  of  such  rules  and  regulations  (A) 
as  the  Commission  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest,  for  the  protection  of  investors,  or  otherwise  in  further- 
ance of  the  purposes  of  this  title,  or  (B)  as  the  appropriate  regulatory 
agency  for  such  clearing  agency  or  transfer  agent  may  prescribe  as 
necessary  or  appropriate  for  the  safeguarding  of  securities  and  funds. 

(2)  With  respect  to  any  clearing  agency  or  transfer  agent  for  which 
the  Commission  is  not  the  appropriate  regulatory  agency,  the  appro- 
priate regulatory  agency  for  such  clearing  agency  or  transfer  agent 
may,  in  accordance  with  section  8  of  the  Federal  Deposit  Insurance  Act 

(12  U.S.C.  1818) ,  enforce  compliance  by  such  clearing  agency  or  trans- 
fer agent  with  the  provisions  of  this  section,  sections  17  and  19  of  this 
title,  and  the  rules  and  regulations  thereunder.  For  purposes  of  the 
preceding  sentence,  any  violation  of  any  such  provision  shall  consti- 
tute adequate  basis  for  the  issuance  of  an  order  under  section  8(b)  or 
8(c)  of  the  Federal  Deposit  Insurance  Act,  and  the  participants  in 
any  such  clearing  agency  and  the  persons  doing  business  with  any 
such  transfer  agent  shall  be  deemed  to  be  "depositors"  as  that  term  is 
used  in  section  8(c)  of  that  Act. 

(3)  (A)  With  respect  to  any  clearing  agency  or  transfer  agent  for 
which  the  Commission  is  not  the  appropriate  regulatory  agency,  the 
Commission  and  the  appropriate  regulatory  agency  for  such  clearing 
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agency  or  transfer  agent  shall  consult  and  cooperate  with  each  other, 
and,  as  may  be  appropriate,  with  State  banking  authorities  having 
supervision  over  such  clearing  agency  or  transfer  agent  toward  the  end 
that,  to  the  maximum  extent  practicable,  their  respective  regulatory 
responsibilities  may  be  fulfilled  and  the  rules  and  regulations  appli- 
cable to  such  clearing  agency  or  transfer  agent  may  be  in  accord 
with  both  sound  banking  practices  and  a  national  system  for  the 
prompt  and  accurate  clearance  and  settlement  of  securities  transac- 
tions. In  accordance  with  this  objective — 

(i)  the  Commission  and  such  appropriate  regulatory  agency 
shall,  at  least  fifteen  days  prior  to  the  issuance  for  public  com- 
ment of  any  proposed  rule  or  regulation  or  adoption  of  any  rule 
or  regulation  concerning  such  clearing  agency  or  transfer  agent, 
consult  and  request  the  views  of  the  other ;  and 

(ii)  such  appropriate  regulatory  agency  shall  assume  primary 
responsibility  to  examine  and  enforce  compliance  by  such  clearing 
agency  or  transfer  agent  with  the  provisions  of  this  section  and 
sections  17  and  19  of  this  title. 
(B)  Nothing  in  the  preceding  subparagraph  or  elsewhere  in  this 
title  shall  be  construed  to  impair  or  limit  (other  than  by  the  require- 
ment of  notification)  the  Commission's  authority  to  make  rules  under 
any  provision  of  this  title  or  to  enforce  compliance  pursuant  to  any 
provision  of  this  title  by  any  clearing  agency  or  transfer  agent  with  the 
provisions  of  this  title  and  the  rules  and  regulations  thereunder. 

(4)  Nothing  in  this  section  shall  be  construed  to  impair  the  author- 
ity of  any  State  banking  authority  or  other  State  or  Federal  regulatory 
authority  having  jurisdiction  over  a  person  registered  as  a  clearing 
agency  or  transfer  agent  to  make  and  enforce  rules  governing  such 
person  which  are  not  inconsistent  with  this  title  and  the  rules  and 
regulations  thereunder. 

(e)  The  Commission  shall  use  its  authority  under  this  title  to  end 
the  physical  movement  of  securities  certificates  in  connection  with  the 
settlement  among  brokers  and  dealers  of  transactions  in  securities  con- 
summated by  means  of  the  mails  or  any  means  or  instrumentalities  of 
interstate  commerce. 

LIABILITY    FOR    MISLEADING    STATEMENTS 

Sec.  18.  (a)  Any  person  who  shall  make  or  cause  to  be  made  any 
statement  in  any  application,  report,  or  document  filed  pursuant  to 
this  title  or  any  rule  or  regulation  thereunder  or  any  undertaking  con- 
tained in  a  registration  statement  as  provided  in  subsection  (d)  of 
section  15  of  this  title,  which  statement  was  at  the  time  and  in  the  light 
of  the  circumstances  under  which  it  was  made  false  or  misleading  with 
respect  to  any  material  fact,  shall  be  liable  to  any  person  (not  knowing 
that  such  statement  was  false  or  misleading)  who,  in  reliance  upon 
such  statement,  shall  have  purchased  or  sold  a  security  at  a  price  which 
was  affected  by  such  statement,  for  damages  caused  by  such  reliance, 
unless  the  person  sued  shall  prove  that  he  acted  in  good  faith  and  had 
no  knowledge  that  such  statement  was  false  or  misleading.  A  person 
seeking  to  enforce  such  liability  may  sue  at  law  or  in  equity  m  any 
court  of  competent  jurisdiction.  In  any  such  suit  the  court  may,  m  its 
discretion,  require  an  undertaking  for  the  payment  of  the  costs  ot  such 
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suit,  and  assess  reasonable  costs,  including  reasonable  attorneys'  fees, 
against  either  party  litigant. 

(b)  Every  person  who  becomes  liable  to  make  payment  under  this 
section  may  recover  contribution  as  in  cases  of  contract  from  any 
person  who,  if  joined  in  the  original  suit,  would  have  been  liable  to 
make  the  same  payment. 

(c)  No  action  shall  be  maintained  to  enforce  any  liability  created 
under  this  section  unless  brought  within  one  year  after  the  discovery 
of  the  facts  constituting  the  cause  of  action  and  within  three  years 
after  such  cause  of  action  accrued. 

REGISTRATION,  RESPONSIBILITIES,  AND  OVERSIGHT  OF  SELF-REGtJLATORY 

ORGANIZATIONS 

Sec.  19.  (a)  (1)  The  Commission  shall,  upon  the  filing  of  an  appli- 
cation for  registration  as  a  national  securities  exchange,  registered 
securities  association,  or  registered  clearing  agency,  pursuant  to  sec- 
tion 6,  15A,  or  17A  of  this  title,  respectively,  publish  notice  of  such 
filing  and  afford  interested  persons  an  opportunity  to  submit  writ- 
ten data,  views,  and  arguments  concerning  such  application.  Within 
ninety  days  of  the  date  of  publication  of  such  notice  (or  within  such 
longer  period  as  to  which  the  applicant  consents),  the  Commission 
shall — 

(A)  by  order  grant  such  registration,  or 

(B)  institute  proceedings  to  determine  whether  registration 
should  be  denied.  Such  proceedings  shall  include  notice  of  the 
grounds  for  denial  under  consideration  and  opportunity  for 
hearing  and  shall  be  concluded  within  one  hundred  eighty  days 
of  the  date  of  a  publication  of  notice  of  the  filing  of  the  applica- 
tion for  registration.  At  the  conclusion  of  such  proceedings  the 
Commission,  by  order,  shall  grant  or  deny  such  registration.  The 
Commission  may  extend  the  time  for  conclusion  of  such  proceed- 
ings for  up  to  ninety  days  if  it  finds  good  cause  for  such  extension 
and  publishes  its  reasons  for  so  finding  or  for  such  longer  period 
as  to  which  the  applicant  consents. 

The^  Commission  shall  grant  such  registration  if  it  finds  that  the 
requirements  of  this  title  and  the  rules  and  regulations  thereunder 
with  respect  to  the  applicant  are  satisfied.  The  Commission  shall  deny 
such  registration  if  it  does  not  make  such  finding. 

(2)  With  respect  to  an  application  for  registration  filed  by  a  clear- 
ing agency  for  which  the  Commission  is  not  the  appropriate  regula- 
tory agency — 

(A)  The  Commission  shall  not  grant  registration  prior  to  the 
sixtieth  day  after  the  date  of  publication  of  notice  of  the  filing 
of  such  application  unless  the  appropriate  regulatory  agency  for 
such  clearing  agency  has  notified  the  Commission  of  such  appro- 
priate regulatory  agency's  determination  that  such  clearing 
agency  is  so  organized  and  has  the  capacity  to  be  able  to  safe- 
guard securities  and  funds  in  its  custody  or  control  or  for  which 
it  is  responsible  and  that  the  rules  of  such  clearing  agency  are 
designed  to  assure  the  safeguarding  of  such  securities  and  funds. 

(B)  The  Commission  shall  institute  proceedings  in  accordance 
with  paragraph  (1)  (B)  of  this  subsection  to  determine  whether 
registration   should   be   denied   if   the   appropriate   regulatory 
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agency  for  such  clearing  agency  notifies  the  Commission  within 
-  sixty  days  of  the  date  of  publication  of  notice  of  the  filing  of 
such  application  of  such  appropriate  regulatory  agency's  (i) 
determination  that  such  clearing  agency  may  not  be  so  organized 
or  have  the  capacity  to  be  able  to  safeguard  securities  or  funds 
in  its  custody  or  control  or  for  which  it  is  responsible  or  that 
the  rules  of  such  clearing  agency  may  not  be  designed  to  assure 
the  safeguarding  of  such  securities  and  funds  and  (ii)  reasons 
for  such  determination. 
^,  (C)  The  Commission  shall  deny  registration  if  the  appropriate 

regulatory  agency  for  such  clearing  agency  notifies  the  Com- 
mission prior  to  the  conclusion  of  proceedings  instituted  in  accord- 
ance with  paragraph  (1)  (B)  of  this  subsection  of  such  appro- 
priate regulatory  agency's  (i)  determination  that  such  clearing 
agency  is  not  so  organized  or  does  not  have  the  capacity  to  be 
able  to  safeguard  securities  or  funds  in  its  custody  or  control  or 
for  which  it  is  responsible  or  that  the  rules  of  such  clearing 
agency  are  not  designed  to  assure  the  safeguarding  of  such  secu- 
rities or  funds  and  (ii)  reasons  for  such  determination. 
(3)  A  self -regulatory  organization  may,  upon  such  terms  and  con- 
ditions as  the  Commission,  by  rule,  deems  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors,  withdraw  from 
^'egistration  hj  filing  a  written  notice  of  withdrawal  with  the  Com- 
mission. If  the  Commission  finds  that  any  self -regulatory  organiza- 
tion is  no  longer  in  existence  or  has  ceased  to  do  business  in  the  capacity 
specified  in  its  application  for  registration,  the  Commission,  by  order, 
shall  cancel  its  registration.  Upon  the  withdrawal  of  a  national  secu- 
rities association  from  registration  or  the  cancellation,  suspension, 
or  revocation  of  the  registration  of  a  national  securities  association, 
the  registration  of  any  association  affiliated  therewith  shall  automati- 
cally terminate. 

(b)  (1)  Each  self -regulatory  organization  shall  file  with  the  Com- 
mission, in  accordance  with  such  rules  as  the  Commission  may  pre- 
I  scribe,  copies  of  any  proposed  rule  or  any  proposed  change  in,  addition 
I  to,  or  deletion  from  the  rules  of  such  self-regulatory  organization 
!  (hereinafter  in  this  subsection  collectively  referred  to  as  a  "proposed 
I  rule  change")  accompanied  by  a  concise  general  statement  of  the  basis 
land  purpose  of  such  proposed  rule  change.  The  Commission  shall, 
upon  the  filing  of  any  proposed  rule  change,  publish  notice  thereof 
together  with  the  terms  of  substance  of  the  proposed  rule  change  or 
a  description  of  the  subjects  and  issues  involved.  The  Commission 
I  shall  give  interested  persons  an  opportunity  to  submit  written  data, 
:  views,  and  arguments  concerning  such  proposed  rule  change.  No  pro- 
I  posed  rule  change  shall  take  effect  unless  approved  by  the  Commission 
|or  otherwise  permitted  in  accordance  with  the  provisions  of  this 
subsection. 

(2)  Within  thirty-five  days  of  the  date  of  publication  of  notice  of 
the  filing  of  a  proposed  rule  change  in  accordance  with  paragraph 
(1)  of  this  subsection,  or  within  such  longer  period  as  the  Commission 
may  designate  up  to  ninety  days  of  such  date  if  it  finds  such  longer 
period  to  be  appropriate  and  publishes  its  reasons  for  so  finding  or  as 
to  which  the  self -regulatory  organization  consents,  the  Commission 
shall — 
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(A)  .by  order  approve  such  proposed  rule  change,  or 

(B)  institute  proceedings  to  determine  whether  the  proposed 
rule  change  should  be  disapproved.  Such  proceedings  shall  include 
notice  of  the  grounds  for  disapproval  under  consideration  and 
opportunity  for  hearing  and  be  concluded  within  one  hundred 
eighty  days  of  the  date  of  publication  of  notice  of  the  filing  of  tlie 
proposed  rule  change.  At  the  conclusion  of  such  proceedings  the 
Commission,  by  order,  shall  approve  or  disapprove  such  pro- 
posed rule  change.  The  Commission  may  extend  the  time  for  con- 
clusion of  such  proceedings  for  up  to  sixty  days  if  it  finds  good 
cause  for  such  extension  and  publishes  its  reasons  for  so  finding 
or  for  such  longer  period  as  to  which  the  self-regulatory  orga- 
nization consents. 

The  Commission  shall  approve  a  proposed  rule  change  of  a  self- 
regulatory  organization  if  it  finds  that  such  proposed  rule  change  is 
consistent  with  the  requirements  of  this  title  and  the  rules  and  regula- 
tions thereunder  applicable  to  such  organization.  The  Commission 
shall  disapprove  a  proposed  rule  change  of  a  self-regulatory  organi- 
zation if  it  does  not  make  such  finding.  The  Commission  shall  not 
approve  any  proposed  rule  change  prior  to  the  thirtieth  day  after  the 
date  of  publication  of  notice  of  the  filing  thereof,  unless  the  Commis- 
sion finds  good  cause  for  so  doing  and  publishes  its  reasons  for  so 
finding. 

(3)  (A)  Notwithstanding  the  provisions  of  paragraph  (2)  of  this 
subsection,  a  proposed  rule  change  may  take  effect  upon  filing  with 
the  Commission  if  designated  by  the  self-regulatory  organization  as 
(i)  constituting  a  stated  policy,  practice,  or  interpretation  with  respect 
to  the  meaning,  administration,  or  enforcement  of  an  existing  rule  of 
the  self-regulatory  organization,  (ii)  establishing  or  changing  a  due, 
fee,  or  other  charge  imposed  by  the  self- regulatory  organization,  or 
(iii)  concerned  solely  with  the  administration  of  the  self -regulatory 
organization  or  other  matters  which  the  Commission,  by  rule,  consist- 
ent with  the  public  interest  and  the  purposes  of  this  subsection,  may 
specify  as  without  the  provisions  of  such  paragraph  (2). 

(B)  Notwithstanding  any  other  provision  of  this  subsection,  a 
proposed  rule  change  may  be  put  into  effect  summarily  if  it  appears 
to  the  Commission  that  such  action  is  necessary  for  the  protection  of 
investors,  the  maintenance  of  fair  and  orderly  markets,  or  the  safe- 
guarding of  securities  or  funds.  Any  proposed  rule  change  so  put  into 
effect  shall  be  filed  promptly  thereafter  in  accordance  with  the  provi- 
sions of  paragraph  (1)  of  this  subsection.  I 

(C)  Any  proposed  rule  change  of  a  self -regulatory  organization  ^ 
which  has  taken  effect  pursuant  to  subparagraph  (A)  or  (B)  of  this 
paragraph  may  be  enforced  by  such  organization  to  the  extent  it  is  not 
inconsistent  with  the  provisions  of  this  title,  the  rules  and  regulations 
thereunder,  and  applicable  Federal  and  State  law.  At  any  time  within 
sixty  days  of  the  date  of  filing  of  such  a  proposed  rule  change  in 
accordance  with  the  provisions  of  paragraph  (1)  of  this  subsection, 
the  Commission  summarily  may  abrogate  the  change  in  the  rules  of  the 
self-regulatory  organization  made  thereby  and  require  that  the  pro- 
posed rule  change  be  refiled  in  accordance  with  the  provisions  of 
paragraph  ( 1 )  of  this  subsection  and  reviewed  in  accordance  with  the 
provisions  of  paragraph  (2)  of  this  subsection,  if  it  appears  to  the 
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Commission  that  such  action  is  necessary  or  appropriate  in  the  public 
interest,  for  the  protection  of  investors,  or  otherwise  in  furtherance 
of  the  purposes  of  this  title.  Commission  action  pursuant  to  the  pre- 
ceding sentence  shall  not  affect  the  validity  or  force  of  the  rule  change 
during  the  period  it  was  in  effect  and  shall  not  be  reviewable  under 
section  25  of  this  title,  nor  deemed  to  be  "final  agency  action"  for  pur- 
poses of  section  704  of  title  5,  United  States  Code. 

(4)  With  respect  to  a  proposed  rule  change  filed  by  a  registered 
clearing  agency  for  which  the  Commission  is  not  the  appropriate 
regulatory  agency — 

(A)  The  Commission  shall  not  approve  any  such  proposed 
rule  change  prior  to  the  thirtieth  day  after  the  date  of  publication 
of  notice  of  the  filing  thereof  unless  the  appropriate  regulatory 
agency  for  such  clearing  agency  has  notified  the  Commission  of 
such  appropriate  regulatory  agency's  determination  that  the  pro- 
posed rule  change  is  consistent  with  the  safeguarding  of  securities 
and  funds  in  the  custody  or  control  of  such  clearing  agency  or  for 
which  it  is  responsible. 

(B)  The  Commission  shall  institute  proceedings  in  accordance 
with  paragraph  (2)  (B)  of  this  subsection  to  determine  whether 
any  such  proposed  rule  change  should  be  disapproved,  if  the 
appropriate  regulatory  agency  for  such  clearing  agency  notifies 
the  Commission  within  thirty  days  of  the  date  of  publication  of 
notice  of  the  filing  of  the  proposed  rule  change  of  such  appro- 
priate regulatory  agency's  (i)  determination  that  the  proposed 
rule  change  may  be  inconsistent  with  the  safeguarding  of  secu- 
rities or  funds  in  the  custody  or  control  of  such  clearing  agency 
or  for  which  it  is  responsible  and  (ii)  reasons  for  such 
determination. 

(C)  The  Commission  shall  disapprove  any  such  proposed  rule 
change  if  the  appropriate  regulatory  agency  for  such  clearing 
agency  notifies  the  Commission  prior  to  the  conclusion  of  pro- 
ceedings instituted  in  accordance  with  paragraph  (2)  (B)  of  this 
subsection  of  such  appropriate  regulatory  agency's  (i)  deter- 
mination that  the  proposed  rule  change  is  inconsistent  with  the 
safeguarding  of  securities  or  funds  in  the  custody  or  control  of 
such  clearing  agency  or  for  which  it  is  responsible  and  (ii)  rea- 
sons for  such  determination. 

(D)  The  Commission  shall  abrogate  any  change  in  the  rules 
of  such  a  clearing  agency  made  by  a  proposed  rule  change  which 
has  taken  effect  pursuant  to  paragraph  (3)  of  this  subsection, 
require  that  the  proposed  rule  change  be  refiled  in  accordance 
with  the  provisions  of  paragraph  (1)  of  this  subsection,  and 
reviewed  in  accordance  with  the  provisions  of  paragraph  (2)  of 
this  subsection,  if  the  appropriate  regulatory  agency  for  such 
clearing  agency  notifies  the  Commission  within  thirty  days  of  the 
date  of  filing  of  such  proposed  rule  change  of  such  appropriate 
regulatory  agency's  (i)  determination  that  the  rules  of  such  clear- 
ing agency  as  so  changed  may  be  inconsistent  with  the  safeguard- 
hig  of  securities  or  funds  in  the  custody  or  control  of  such  clearing 
agency  or  for  which  it  is  responsible  and  (ii)  reasons  for  such 
determination. 
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(c)  The  Commission,  by  rule,  may  abrogate,  add  to,  and  delete  from 
(hereinafter  in  this  subsection  collectively  referred  to  as  "amend") 
the  rules  of  a  self -regulatory  organization  (other  than  a  registered 
clearing  agency)  as  the  Commission  deems  necessary  or  appropriate 
to  insure  the  fair  administration  of  the  self -regulatory  orga'nization, 
to  conform  its  rules  to  requirements  of  this  title  and  the  rules  and 
regulations  thereunder  applicable  to  such  organization,  or  otherwise 
in  furtherance  of  the  purposes  of  this  title,  in  the  following  manner: 

(1)  The  Commission  shall  notify  the  self -regulatory  organi- 
zation and  publish  notice  of  the  proposed  rulemaking  in  the  Fed- 
eral Register.  The  notice  shall  include  the  text  of  the  proposed 
amendment  to  the  rules  of  the  self- regulatory  organization  and  a 
statement  of  the  Commission's  reasons,  including  any  pertinent 
facts,  for  commencing  such  proposed  rulemaking. 

(2)  The  Commission  shall  give  interested  persons  an  oppor- 
tunity for  the  oral  presentation  of  data,  views,  and  arguments,  in 
addition  to  an  opportunity  to  make  written  submissions.  A  tran- 
script  shall  be  kept  of  any  oral  presentation.  \ 

(3)  A  rule  adopted  pursuant  to  this  subsection  shall  incor- 
porate the  text  of  the  amendment  to  the  rules  of  the  self -regulatory 
organization  and  a  statement  of  the  Commission's  basis  for  and 
purpose  in  so  amending  such  rules.  This  statement  shall  include, 
an  identification  of  any  facts  on  which  the  Commission  considers  i 
its  determination  so  to  amend  the  rules  of  the  self- regulatory 
agency  to  be  based,  including  the  reasons  for  the  Commission's 
conclusions  as  to  any  of  such  facts  which  were  disputed  in  the  rule- 
making. 

(4)  (A)  Except  as  provided  in  paragraphs  (1)  through  (8) 
of  this  subsection,  rulemaking  under  this  subsection  shall  be  in 
accordance  with  the  procedures  specified  in  section  553  of  title  5, 
United  States  Code,  for  rulemaking  not  on  the  record. 

(B)  Nothing  in  this  subsection  shall  be  construed  to  impair 
or  limit  the  Commission's  power  to  make,  or  to  modify  or  alter 
the  procedures  the  Commission  may  follow  in  making,  rules  and 
i*egulations  pursuant  to  any  other  authority  under  this  title. 

(C)  Any  amendment  to  the  rules  of  a  self -regulatory  organi- 
zation made  by  the  Commission  pursuant  to  this  subsection  shall 
be  considered  for  all  purposes  of  this  title  to  be  part  of  the  rules  i 
of  such  self-regulatory  organization  and  shall  not  be  considered  I 
to  be  a  rule  of  the  Commission. 

(d)  (1)  If  any  self -regulatory  organization  imposes  any  final  dis- 
ciplinary sanction  on  any  member  thereof  or  participant  therein,  denies 
membership  or  participation  to  any  applicant,  or  prohibits  or  limits 
any  person  in  respect  to  access  to  services  offered  by  such  organization 
or  member  thereof  or  if  any  self -regulatory  organization  (other  than 
a  registered  clearing  agency)  imposes  any  final  disciplinary  sanction 
on  any  person  associated  with  a  member  or  bars  any  person  from 
becoming  associated  with  a  member,  the  self -regulatory  organization 
shall  promptly  file  notice  thereof  with  the  appropriate  regulatory 
agency  for  the  self -regulatory  organization  and  (if  other  than  the 
appropriate  regulatory  agency  for  the  self -regulatory  organization) 
the  appropriate  regulatory  agency  for  such  member,  participant,  ap- 
plicant, or  other  person.  The  notice  shall  be  in  such  form  and  contain 
such  inl-orniation  as  the  appropriate  regulatory  agency  for  the  self- : 
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regulatory  organization,  by  rule,  may  prescribe  as  necessary  or  appro- 
priate in  furtherance  of  the  purposes  of  this  title. 

(2)  Any  action  with  respect  to  which  a  self -regulatory  organiza- 
tion is  required  by  paragraph  (1)  of  this  subsection  to  file  notice  shall 
be  subject  to  review  by  the  appropriate  regulatory  agency  for  such 
member,  participant,  applicant,  or  other  person,  on  its  own  motion, 
or  upon  application  by  any  person  aggrieved  thereby  filed  within 
thirty  days  after  the  date  such  notice  was  filed  with  such  appropriate 
regulatory  agency  and  received  by  such  aggrieved  person,  or  within 
such  longer  period  as  such  appropriate  regulatory  agency  may  deter- 
mine. Application  to  such  appropriate  regulatory  agency  for  review, 
or  the  institution  of  review  by  such  appropriate  regulatory  agency  on 
its  own  motion,  shall  not  operate  as  a  stay  of  such  action  unless  such 
appropriate  regulatory  agency  otherwise  orders,  summarily  or  after 
notice  and  opportunity  for  hearing  on  the  question  of  a  stay  (which 
hearing  may  consist  solely  of  the  submission  of  affidavits  or  presenta- 
tion of  oral  arguments).  Each  appropriate  regulatory  agency  shall 
establish  for  appropriate  cases  an  expedited  procedure  for  considera- 
(ion  and  determination  of  the  question  of  a  stay. 

(e)(1)  In  any  proceeding  to  review  a  final  disciplinary  sanction 
imposed  by  a  self -regulatory  organization  on  a  member  thereof  or  par- 
ticipant therein  or  a  person  associated  with  such  a  member,  after 
notice  and  opportunity  for  hearing  (which  hearing  may  consist  solely 
of  consideration  of  the  record  before  the  self -regulatory  organiza- 
tion and  opportunity  for  the  presentation  of  supporting  reasons  to, 
aiSrm,  modify,  or  set  aside  the  sanction)  — 

(A)  if  the  appropriate  regulatory  agency  for  such  member, 
participant,  or  person  associated  with  a  member  finds  that  such 
member,  participant,  or  person  associated  with  a  member  has 
engaged  in  such  acts  or  practices,  or  has  omitted  such  acts,  as  the 
self -regulatory  organization  has  found  him  to  have  engaged  in  or 
omitted,  that  such  acts  or  practices,  or  omissions  to  act,  are  m 
violation  of  such  provisions  of  this  title,  the  rules  or  regulations 
thereunder,  the  rules  of  the  self-regulatory  organization,  or,  m 
the  case  of  a  registered  securities  association,  the  rules  of  the 
Municipal  Securities  Rulemaking  Board  as  have  been  specified  m 
the  determination  of  the  self -regulatory  organization,  and  that 
such  provisions  are,  and  were  applied  in  a  manner,  consistent  with 
the  purposes  of  this  title,  such  appropriate  regulatory  agency,  by 
order,  shall  so  declare  and,  as  appropriate,  affirm  the  sanction 
imposed  by  the  self -regulatory  organization,  modify  the  sanction 
in  accordance  with  paragraph  (2)  of  this  subsection,  or  remand 
to  the  self-regulatory  organization  for  further  proceedings;  or 

(B)  if  such  appropriate  regulatory  agency  does  not  make  any 
such  finding  it  shall,  by  order,  set  aside  the  sanction  imposed  by 

in        the  self -regulatory  organization  and,  if  appropriate,  remand  to 

,d|       the  self-regulatory  organization  for  further  proceedings. 

J    (2)  If  the  appropriate  regulatory  agency  for  a,  ^^"^^^^  P.^!^  ?^': 

0  pant  or  pei-son  associated  with  a  member,  having  due  regard  for  the 

,  public  interest  and  the  protection  of  investors,  finds  after  a  Pjo^ee^^^^^^ 

^e  in  accordance  with  paragraph  (l).of  this  subsection  that  a  sanction 

'imposed  by  a  self-regulatory  organization  upon  such  ^i^^^^er,  partic^ 

ipant,  or  ])erson  associated  with  a  member  imposes  ^^y  ^u^den  on  com^ 

petition  nol  necessary  or  appropriate  in  furtherance  of  the  proposes  ot 
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this  title  or  is  excessive  or  oppressive,  the  appropriate  re^ilaton 
agency  may  cg«/icel,  reduce,  or  require  the  remission  of  such  sanctioiii 
(f )"  In  any  proceeding  to  review  the  denial  of  membership  or  pari 
ticipa;tion  in  a  self- regulatory  organization  to  any  applicant,  the  bar 
ring  of  any  person  from  becoming  associated  with  a  member  of  : 
self-regulatory  organization,  or  the  pmhibition  or  limitation  by  a  self 
regulatory  organization  of  any  person  with  respect  to  access  to  service 
offered  by  the  self -regulatory  organization  or  any  member  thereof,  i 
the  appropriate  regulatory  agency  for  such  applicant  or  pei-son,  afte 
notice  and  opportunity  for  hearing  (which  hearing  may  consist  solel; 
of  consideration  of  the  record  before  the  self-regulatory  organizatioi 
and  opportunity  for  the  presentation  of  supporting  reasons  to  dismis 
the  proceeding  or  set  aside  the  action  of  the  self- regulatory  organiza 
tion)  finds  that  the  specific  grounds  on  which  such  denial,  bar,  or  pro 
hibition  or  limitation  is  based  exist  in  fact,  that  such  denial,  bar,  o> 
prohibition  or  limitation  is  in  accordance  with  the  rules  of  the  self 
regulatory  organiza;tion,  and  that  such  rules  are,  and  were  applied  ii 
a  manner,  consistent  with  the  purposes  of  this  title,  such  appropriat- 
regulatory  agency,  by  order,  shall  dismiss  the  pix)ceeding.  If  sucl 
appropriate  regulatory  agency  does  not  make  any  sucli  finding  o' 
if  it  finds  that  such  denial,  bar,  or  prohibition  or  limitation  impose 
any  burden  on  competition  not  necessary  or  a.ppropriate  in  furtheranc 
of  the  purposes  of  this  title,  such  appropriate  regulatory  agency,  b; 
order,  shall  set  aside  the  action  of  the  self-regulatory  organizatioi' 
and  require  it  to  admit  such  applicant  to  membership  or  participation^ 
permit  such  person  to  become  associated  with  a  member,  or  grant  sucl 
person  access  to  services  offered  by  the  self -regulatory  organization  o 
member  thereof. 

(g)  (1)  Every  self -regulatory  organization  shall  comply  with  th 
provisions  of  this  title,  the  rules  and  regulations  thereunder,  and  it 
own  rules,  and  (subject  to  the  provisions  of  section  17(d)  of  this  title' 
paragraph  (2)  of  this  subsection,  and  the  rules  thereunder)  absen 
reasonable  justification  or  excuse  enforce  compliance — 

(A)  in  the  case  of  a  national  securities  exchange,  with  sucl 
provisions  by  its  members  and  persons  associated  with  it 
members; 

(B)  in  the  case  of  a  registered  securities  association,  with  sucl 
provisions  and  the  provisions  of  the  rules  of  the  Municipal  Secu 
rities  Rulemaking  Board  by  its  members  and  persons  associate* 
with  its  members ;  and 

(C)  in  the  case  of  a  registered  clearing  agency,  with  its  owi 
rules  by  its  participants. 

(2)  The  Commission,  by  rule,  consistent  with  the  public  interest 
the  protection  of  investors,  and  the  other  purposes  of  this  title,  ma^ 
relieve  any  self -regulatory  organization  of  any  responsibility  unde 
this  title  to  enforce  compliance  with  any  specified  provision  of  thi 
title  or  the  rules  or  regulations  thereunder  by  any  member  of  sue] 
organization  or  person  associated  with  such  a  member,  or  any  class  o 
such  members  or  persons  associated  with  a  member. 

(h)  (1)   The  appropriate  regulatory  agency  for  a  self-regulatorj 
organization  is  authorized,  by  order,  if  in  its  opinion  such  action  i 
necessary  or  appropriate  in  the  public  interest,  for  the  protection  o:-, 
investors,  or  otherwise  in  furtherance  of  the  purposes  of  this  title,  tij./ 
suspend  for  a  period  not  exceeding  twelve  months  or  revoke  the  regis 
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fcration  of  such  self-regiilatory  organization,  or  to  censure  or  impose 
limitations  upon  the  activities,  functions,  and  operations  of  such  self- 
regulatory  organization,  if  such  appropriate  regulatory  agency  finds, 
on  the  record  after  notice  and  opportunity  for  hearing,  that  such  self- 
regulatory  organization  has  violated  or  is  unable  to  comply  with  any 
provision  of  tnis  title,  the  rules  or  regulations  thereunder,  or  its  own 
i-ules  or  without  reasonable  justification  or  excuse  has  failed  to  enforce 
compliance — 

(A)  in  the  case  of  a  national  securities  exchange,  with  any 
such  provision  by  a  member  thereof  or  a  person  associated  with  a 
member  thereof ; 

(B)  in  the  case  of  a  registered  securities  association,  with  any 
such  provision  or  any  provision  of  the  rules  of  the  Municipal 
Securities  Rulemaking  i3oard  by  a  member  thereof  or  a  person 
associated  with  a  member  thereof ;  or 

(C)  in  the  case  of  a  registered  clearing  agency,  with  any  pro- 
vision of  its  own  rules  by  a  participant  therein. 

(2)  The  appropriate  regulatory  agency  for  a  self -regulatory  orga- 
nization is  authorized,  by  order,  if  in  its  opinion  such  action  is  neces- 

.i  »ry  or  appropriate  in  the  public  interest,  for  the  protection  of 

[^  nvestors,  or  otherwise  in  furtherance  of  the  purposes  of  this  title,  to 

^  suspend  for  a  period  not  exceeding  twelve  months  or  expel  from  such 

jelf- regulatory    organization    any    member    thereof    or    participant 

iiereiii,  if  such  member  or  participant  is  subject  to  an  order  of  the 

Commission  pursuant  to  section  15(b)  (4)  of  this  title  or  if  such  appro- 

_  [)riate  regulatory  agency  finds,  on  the  record  after  notice  and  oppor- 

imity  for  hearing,  that  such  member  or  participant  has  willfully 

idolated  or  has  effected  any  transaction  for  any  other  person  who,  such 

nember  or  participant  had  reason  to  believe,  was  violating  with  respect 

:;  X)  such  transaction — 

"'  (A)  in  the  case  of  a  national  securities  exchange,  any  provision 

of  the  Securities  Act  of  1933,  the  Investment  Advisers  Act  of  1940, 
the  Investment  Company  Act  of  1940,  this  title,  or  the  rules  or 
regulations  under  any  of  such  statutes; 

(B)  in  the  case  of' a  registered  securities  association,  any  pro- 
\4sion  of  the  Securities  Act  of  1933,  the  Investment  Advisers  Act 
of  1940,  the  Investment  Company  Act  of  1940,  this  title,  the  rules 
or  regulations  imder  any  of  such  statutes,  or  the  rules  of  the 
Municipal  Securities  Rulemaking  Board;  or 

(C)  in  the  case  of  a  registered  clearing  agency,  any  provision 
of  the  rules  of  the  clearing  agency.  .  . 

(3)  The  appropriate  regulatory  agency  for  a  national  securities 
exchange  or  re^stered  securities  association  is  authorized,  by  order,  if 

^  in  its  opinion  such  action  is  necessary  or  appropriate  in  the  pubhc 
^  interest,  for  the  protection  of  investors,  or  otherwise  in  furtherance  of 
-^  the  purposes  of  this  title,  to  suspend  for  a  period  not  exceeding  twelve 
^  months  or  to  bar  any  person  from  being  associated  with  a  member  of 
^  JQch  national  securities  exchange  or  registered  securities  association,  if 
**  5uch  pei-son  is  subject  to  an  order  of  the  Commission  pursuant  to  sec- 
tion 15(b)  (6)  or  if  such  appropriate  regulatory  agency  finds,  on  the 
'  <  record  after  notice  and  opportunitv  for  hearing,  that  such  person  has 
'  ^  willfully  violated  or  has  effected  any  transaction  for  any  other  person 
-'  who,  such  person  associated  with  a  member  had  i-eason  to  believe,  was 
<•)  violating  with  i-espect  to  such  transaction — 
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(A)  in  the  case  of  a  national  securities  exchange,  any  provision 
of  the  Securities  Act  of  1933,  the  Investment  Advisers  Act  of  1940, 
the  Investment  Company  Act  of  1940,  this  title,  or  the  rules  or 
regulations  under  any  of  such  statutes ;  or 

(B)  in  the  case  of  a  registered  securities  association,  any  pro- 
vision of  the  Securities  Act  of  1933,  the  Investment  Advisers  Act| 
of  1940,  the  Investment  Company  Act  of  1940,  tliis  title,  the  rules 
or  regulations  under  any  of  the  statutes,  or  the  rules  of  the  Munici- 
pal Securities  Rulemaking  Board.  , 

(4)  The  appropriate  regulatory  agency  for  a  self-regiilatory  organi- ; 
zation  is  authorized,  by  order,  if  in  its  opinion  such  action  is  necessary 
or  appropriate  in  the  public  interest,  for  the  protection  of  investors,  orji 
otherwise  in  furtherance  of  the  purposes  of  this  title,  to  remove  from 
office  or  censure  any  officer  or  director  of  such  self -regulatory  organiza 
tion,  if  such  appropriate  regulatory  agency  finds,  on  the  record  after 
notice  and  opportunity  for  hearing,  that  such  officer  or  director  has 
willfully  violated  any  provision  of  this  title,  the  rules  or  regulations 
thereunder,  or  the  rules  of  such  self -regulatory  organization,  willfully 
abused  his  authority,  or  without  reasonable  justification  or  excuse  h 
failed  to  enforce  compliance — 

(A)  in  the  case  of  a  national  securities  exchange,  with  any  such 
provision  by  any  member  or  person  associated  with  a  member ; 

(B)  in  the  case  of  a  registered  securities  association,  with  any 
such  provision  or  any  provision  of  the  rules  of  the  Municipal  Secu- 
rities Rulemaking  Board  by  any  member  or  person  associated  with 
a  member ;  or 

(C)  in  the  case  of  a  registered  clearing  agency,  with  any  provi- 
sion of  the  rules  of  the  clearing  agency  by  any  participant. 

(i)  If  a  proceeding  under  subsection  (h )  ( i )  of  this  section  results  in 
the  suspension  or  revocation  of  the  registration  of  a  clearing  agency, 
the  appropriate  regulatory  agency  for  such  clearing  agency  may,  upon 
notice  to  such  clearing  agency,  apply  to  any  court  of  competent  juris- 
diction specified  in  section  21(d)  or  27  of  this  title  for  the  appointment 
of  a  trustee.  In  the  event  of  such  an  application,  the  court  may,  to  the 
extent  it  deems  necessary  or  appropriate,  take  exclusive  jurisdiction  oi 
such  clearing  agency  and  the  records  and  assets  thereof,  wherever  lo- 
cated ;  and  the  court  shall  appoint  the  appropriate  regulatory  agency 
for  such  clearing  agency  or  a  person  designated  by  such  appropriate 
regulatory  agency  as  trustee  with  power  to  take  possession  and  con- 
tinue to  operate  or  terminate  the  operations  of  such  clearing  agency  in 
an  orderly  manner  for  the  protection  of  participants  and  investors, 
subject  to  such  terms  and  conditions  as  the  court  may  prescribe. 


LIABILITIES    OF    CONTKOLLING    PERSONS 


Sec.  20.  (a)  Every  person  who,  directly  or  indirectly,  controls  any 
person  liable  under  any  provision  of  this  title  or  of  any  rule  or  regu- 
lation thereunder  shall  also  be  liable  jointly  and  severally  with  and 
bo  the  same  extent  as  such  controlled  person  to  anv  person  to  whom 
such  controlled  person  is  liable,  unless  the  controlling  person  acted 
in  good  faith  and  did  not  directly  or  indirectly  induce  the  act  or  acts  ' 
constituting  the  violation  or  cause  of  action. 

(b)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly,  to 
do  any  act  or  thing  which  it  would  be  unlawful  for  such  person  to  do 
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under  the  provisions  of  this  title  or  any  rule  or  regulation  thereunder 
through  or  by  means  of  any  other  person. 

(c)  It  shall  be  unlawful  for  any  director  or  officer  of,  or  any  owner 
of  any  securities  issued  by,  any  issuer  required  to  file  any  document, 
report,  or  information  under  this  title  or  any  rule  or  regulation  there- 
under without  just  cause  to  hinder,  delay,  or  obstruct  the  making  or 
filing  of  any  such  document,  report,  or  information. 

investigations;  injunctions  and  prosecution  or  offenses 

Sec.  21.  (a)  The  Commission  may,  in  its  discretion,  make  such 
investigations  as  it  deems  necessary  to  determine  whether  any  person 
has  violated,  is  violating,  or  is  about  to  violate  any  provision  of  this 
title,  the  rules  or  regulations  thereunder,  the  rules  of  a  national  secu- 
rities exchange  or  registered  securities  association  of  which  such  per- 
son is  a  member  or  a  person  associated  with  a  member,  the  rules  of  a 
registered  clearing  agency  in  which  such  person  is  a  participant,  or 
the  rules  of  the  Municipal  Securities  Kulemaking  Board,  and  may 
require  or  permit  any  person  to  file  with  it  a  statement  in  writing, 
under  oath  or  otherwise  as  the  Commission  shall  determine,  as  to  all 
the  facts  and  circumstances  concerning  the  matter  to  be  investigated. 
The  Commission  is  authorized  in  its  discretion,  to  publish  information 
concerning  any  such  violations,  and  to  investigate  any  facts,  condi- 
tions, practices,  or  matters  which  it  may  deem  necessary  or  proper  to 
aid  in  the  enforcement  of  such  provisions,  in  the  prescribing  of  rules 
and  regulations  under  this  title,  or  in  securing  information  to  serve 
as  a  basis  for  recommending  further  legislation  concerning  the  matters 
to  which  this  title  relates. 

(b)  For  the  purpose  of  any  such  investigation,  or  any  other  pro- 
ceeding under  this  title,  any  member  of  the  Commission  or  any  officer 
designated  by  it  is  empowered  to  administer  oaths  and  affirmations, 
subpoena  witnesses,  compel  their  attendance,  take  evidence,  and  require 
the  production  of  any  books,  papers,  correspondence,  memoranda,  or 
other  records  which  the  Commission  deems  relevant  or  material  to  the 
inquiry.  Such  attendance  of  witnesses  and  the  production  of  any  such 
records  may  be  required  from  any  place  in  the  United  States  or  any 
State  at  any  designated  place  of  hearing. 

(c)  In  case  of  contumacy  by,  or  refusal  to  obey  a  subpoena  issued 
to,  any  person,  the  Commission  may  invoke  the  aid  of  any  court  of 
the  United  States  within  the  jurisdiction  of  which  such  investigation 
or  proceeding  is  carried  on,  or  where  such  person  resides  or  carries 
on  business,  in  requiring  the  attendance  and  testimony  of  witnesses 
and  the  production  of  books,  papers,  correspondence,  memoranda,  and 
other  records.  And  such  court  msiy  issue  an  order  requiring  such  per- 
son to  appear  before  the  Commission  or  member  or  officer  designated 
by  the  Commission,  there  to  produce  records,  if  so  ordered,  or  to  give 
testimony  touching  the  matter  under  investigation  or  in  question ;  and 
any  failure  to  obey  such  order  of  the  court  may  be  punished  by  such 
court  as  a  contempt  thereof.  All  process  in  any  such  case  may  be  served 
in  the  judicial  district  whereof  such  person  is  an  inhabitant  or  wher- 
ever he  may  be  found.  Any  person  who  shall,  without  just  cause,  fail  or 
refuse  to  attend  and  testify  or  to  answer  any  lawful  inquiry  or  to  pro- 
iuce  books,  papers,  correspondence,  memoranda,  and  other  records,  if 
in  his  power  so  to  do,  in  obedience  to  the  subpoena  of  the  Commission, 
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shall  be  guilty  of  a  misdemeanor  and,  upon  conviction,  shall  be  subject 
to  a  fine  of  not  more  than  $1,000  or  to  imprisonment  for  a  term  of  not 
more  than  one  year,  or  both. 

(d)  Wherever  it  shall  appear  to  the  Commission  that  any  person 
is  engaged  or  is  about  to  engage  in  acts  or  practices  constituting  a 
violation  of  any  provision  of  this  title,  the  rules  or  regulations  there- 
under, the  rules  of  a  national  securities  exchange  or  registered  securi- 
ties association  of  which  such  person  is  a  member  or  a  person  associated 
with  a  member,  the  rules  of  a  registered  clearing  agency  in  which  such 
person  is  a  participant,  or  the  rules  of  the  Municipal  ^Securities  Rule- 
making Board,  it  may  in  its  discretion  bring  an  action  in  the  proper 
district  court  of  the  United  States,  the  United  States  District  Court 
for  the  District  of  Columbia,  or  tlie  United  States  courts  of  any  terri- 
tory or  other  place  subject  to  the  jurisdiction  of  the  United  States,  to 
enjoin  such  acts  or  practices,  and  upon  a  proper  showing  a  permanent 
or  temporary  injunction  or  restrainmg  order  shall  be  granted  without 
bond.  The  Commission  may  transmit  such  evidence  as  may  be  avail- 
able concerning  such  acts  or  practices  as  may  constitute  a  violation  of 
any  provision  of  this  title  or  the  rules  or  regulations  thereunder  to 
the  Attorney  General,  who  may,  in  his  discretion,  institute  the  neces- 
sary criminal  proceedings  under  this  title. 

(e)  Upon  application  of  the  Commission  the  district  courts  of  the 
United  States,  the  United  States  District  Court  for  the  District  of 
Columbia,  and  the  United  States  courts  of  any  territory  or  other 
place  subject  to  the  jurisdiction  of  the  United  States  shall  have  juris- 
diction to  issue  writs  of  mandamus,  injunctions,  and  orders  command- 
ing (1)  any  person  to  comply  with  the  provisions  of  this  title,  the 
rules,  regulations,  and  orders  thereunder,  the  rules  of  a  national  secu- 
rities exchange  or  registered  securities  association  of  which  such  person 
is  a  member  or  person  associated  with  a  member,  the  rules  of  a 
registered  clearing  agency  in  which  such  person  is  a  participant,  the 
rules  of  the  Municipal  Securities  Rulemaking  Board,  or  any  under- 
taking contained  in  a  registration  statement  as  provided  in  subsec- 
tion (d)  of  section  15  of  this  title,  (2)  any  national  securities  exchange 
or  registered  securities  association  to  enforce  compliance  by  its 
members  and  persons  associated  with  its  members  with  the  provisions 
of  this  title,  the  rules,  regulations,  and  orders  thereunder,  and  the  rules 
of  such  exchange  or  association,  or  (3)  any  registered  clearing  agency 
to  enforce  compliance  by  its  participants  with  the  provisions  of  the 
rules  of  such  clearing  agency. 

(f)  Notwithstanding  any  other  provision  of  this  title,  the  Com- 
mission shall  not  bring  any  action  pursuant  to  subsection  (d)  or  (e) 
of  this  section  against  any  person  for  violation  of,  or  to  command 
compliance  with,  the  rules  of  a  self-regulatory  organization  unless  it 
appears  to  the  Commission  that  (1)  such  self -regulatory  organization 
is  unable  or  unwilling  to  take  appropriate  action  against  such  person 
in  the  public  interest  and  for  the  protection  of  investors,  or  (2)  such 
action  is  otherwise  necessary  or  appropriate  in  the  public  interest  or 
for  the  protection  of  investors. 

(g)  Notwithtanding  the  provisions  of  section  1407(a)  of  title  28, 
United  States  Code,  or  any  other  provision  of  law,  no  action  for  equi- 
table relief  instituted  by  the  Commission  pursuant  to  the  securities 
laws  shall  be  consolidated  or  coordinated  with  other  actions  not 
brought  by  the  Commission,  even  though  such  other  actions  may 
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involve  common  questions  of  fact,  unless  such  consolidation  is  con- 
sented to  by  the  Commission.  The  term  "securities  laws"  as  used  herein 
includes  the  Securities  Act  of  1933  (15  U.S.C.  77  et  seq.) ,  the  Securities 
Exchange  Act  of  1934  (15  U.S.C.  78a  et  seq.) ,  the  Public  Utility  Hold- 
ing Company  Act  of  1935  (15  U.S.C.  79a  et  seq.) ,  the  Trust  Indenture 
Act  of  1939  (15  U.S.C.  77aaa  et  seq.) ,  the  Investment  Company  Act  of 
1940  (15  U.S.C.  80a-l  et  seq.),  the  Investment  Advisers  Act  of  1940 
(15  U.S.C.  80b-l  et  seq.),  and  the  Securities  Investor  Protection 
Act  of  1970  ( 15  U.S.C.  78aaa  et  seq. ) . 

HEARINGS  BY  COMMISSION 

Sec.  22.  Hearings  may  be  public  and  may  be  held  before  the  Com- 
mission, any  member  or  members  thereof,  or  any  officer  or  officers  of 
the  Commission  designated  by  it,  and  appropriate  records  thereof  shall 
be  kept. 

RULES,  REGULATIONS,  AND  ORDERS;   ANNUAL  REPORTS 

Sec.  23.  (a)  (1)  The  Commission,  the  Board  of  Governors  of  the 
Federal  Reserve  System,  and  the  other  agencies  enumerated  in  section 
3(a)  (34)  of  this  title  shall  each  have  power  to  make  such  rules  and 
regulations  as  may  be  necessary  or  appropriate  to  implement  the  pro- 
visions of  this  title  for  which  they  are  responsible  or  for  the  execution 
of  the  functions  vested  in  them  by  this  title,  and  may  for  such  pur- 
poses classify  persons,  securities,  transactions,  statements,  applications, 
reports,  and  other  matters  within  their  respective  jurisdictions,  and 
prescribe  greater,  lesser,  or  different  requirements  for  different  classes 
thereof.  No  provision  of  this  title  imposing  any  liability  shall  apply  to 
any  act  done  or  omitted  in  good  faith  in  conformity  with  a  rule,  regu- 
lation, or  order  of  the  Commission,  the  Board  of  Governors  of  the 
Federal  Reserve  System,  other  agency  enumerated  in  section  3(a)  (34) 
of  this  title,  any  self-regulatory  organization,  notwithstanding  that 
such  rule,  regulation,  or  order  may  thereafter  be  amended  or  rescinded 
or  determined  by  judicial  or  other  authority  to  be  invalid  for  any 
reason. 

(2)  The  Commission,  in  making  rules  and  regulations  pursuant 
to  any  provisions  of  this  title,  shall  consider  among  other  matters  the 
impact  any  such  rule  or  regulation  would  have  on  competition.  The 
Commission  shall  not  adopt  any  such  rule  or  regulation  which  would 
impose  a  burden  on  competition  not  necessary  or  appropriate  in  fur- 
therance of  the  purposes  of  this  title.  The  Commission  shall  include 
in  the  statement  of  basis  and  purpose  incorporated  in  any  rule  or 
regulation  adopted  under  this  title,  the  reasons  for  the  Commission's 
determination  that  any  burden  on  competition  imposed  by  such  rule 
or  regulation  is  necessary  or  appropriate  in  furtherance  of  the  purposes 
of  this  title. 

(3)  The  Commission,  in  making  rules  and  regulations  pursuant 
to  any  provision  of  this  title,  considering  any  application  for  registra- 
tion in  accordance  with  section  19(a)  of  this  title,  or  reviewing  any 
proposed  rule  change  of  a  self-regulatory  organization  in  accordance 
with  section  19  (b)  of  this  title,  keep  in  a  public  file  and  make  available 
for  copying  all  written  statements  filed  with  the  Commission  and  all 
written  ooinmnnications  between   the  Commission  and  any  person 
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relating  to  the  proposed  rule,  regulation,  application,  or  proposed  rule 
change ;  Provided^  however^  That  the  Commission  shall  not  be  required 
to  keep  in  a  public  file  or  make  available  for  copying  any  such 
statement  or  communication  which  it  may  withhold  from  the  public  in 
accordance  with  the  provisions  of  section  552  of  title  5,  United  States 
Code. 

(b)  (1)  The  Commission,  the  Board  of  Governors  of  the  Federal 
Keserve  System,  and  the  other  agencies  enumerated  in  section  3(a)  (34) 
of  this  title,  shall  each  make  an  annual  report  to  the  Congress  on  its 
work  for  the  preceding  year,  and  shall  include  in  each  such  report 
whatever  information,  data,  and  recommendations  for  further  legisla- 
tion it  considers  advisable  with  regard  to  matters  within  its  respective 
jurisdiction  under  this  title. 

(2)  The  appropriate  regulatory  agency  for  a  self -regulatory  orga- 
nization shall  include  in  its  annual  report  to  the  Congress  for  each 
fiscal  year,  a  summary  of  its  oversight  activities  under  this  title  with 
respect  to  such  self-regulatory  organization,  including  a  description 
of  any  examination  conducted  as  part  of  such  activities  of  any  such 
organization,  any  material  recommendation  presented  as  part  of  such 
activities  to  such  organization  for  changes  in  its  organization  or  rules, 
and  any  such  action  by  such  organization  in  response  to  any  such 
recommendation. 

(3)  The  appropriate  regulatory  agency  for  any  class  of  municipal 
securities  dealers  shall  include  in  its  annual  report  to  the  Congress 
for  each  fiscal  year  a  summary  of  its  regulatory  activities  pursuant  to 
this  title  with  respect  to  such  municipal  securities  dealers,  including 
the  nature  of  and  reason  for  any  sanction  imposed  pursuant  to  this 
title  against  any  such  municipal  securities  dealer. 

(4)  The  Commission  shall  also  include  in  its  annual  report  to  the 
Congress  for  each  fiscal  year — 

(A)  a  summary  of  the  Commission's  oversight  activities  with 
respect  to  self -regulatory  organizations  for  which  it  is  not  the 
appropriate  regulatory  agency,  including  a  description  of  any 
examination  of  any  such  organization,  any  material  recommenda- 
tion presented  to  any  such  organization  for  changes  in  its  orga- 
nization or  rules,  and  any  action  by  any  such  organization  in 
response  to  any  such  recommendations ; 

(B)  a  statement  and  analysis  of  the  expenses  and  operations 
of  each  self -regulatory  organization  in  connection  with  the  per- 
formance of  its  responsibilities  under  this  title,  for  which 
purpose  data  pertaining  to  such  expenses  and  operations  shall 
be  made  available  by  such  organization  to  the  Commission  at  its 
request ; 

(C)  beginning  in  1975  and  ending  in  1980,  information,,  data, 
and  recommendations  with  respect  to  the  development  of  a 
national  system  for  the  prompt  and  accurate  clearance  and  settle- 
ment of  securities  transactions,  including  a  summxary  of  the  regu- 
latory activities,  operational  capabilities,  financial  resources,  and 
plans  of  self-regulatory  organizations  and  registered  transfer 
agents  with  respect  thereto ; 

(D)  beginning  in  1975  and  ending  in  1980,  a  description  of 
the  steps  taken,  and  an  evaluation  of  the  progress  made,  toward 
the  establishment  of  a  national  market  system,  and  recommenda- 
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tions  for  further  legislation  it  considers  advisable  with  respect 
to  such  system ; 

(E)  the  steps  the  Commission  has  taken  and  the  progress  it 
has  made  toward  ending  the  physical  movement  of  the  securities 
certificate  in  connection  with  the  settlement  of  securities  trans- 
actions, and  its  recommendations,  if  any,  for  legislation  to  elim- 
inate the  securities  certificate ; 

(F)  the  number  of  requests  for  exemptions  from  provisions 
of  this  title  received,  the  number  granted,  and  the  basis  upon 
which  any  such  exemption  was  granted ; 

(G)  a  summary  of  the  Commission's  regulatory  activities  with 
respect  to  municipal  securities  dealers  for  which  it  is  not  the 
appropriate  regulatory  agency,  including  the  nature  of,  and  reason 
for,  any  sanction  imposed  in  proceedings  against  such  municipal 
securities  dealers ; 

(H)  beginning  in  1975  and  ending  in  1980,  a  description  of  the 
ejffect  the  absence  of  any  schedule  or  fixed  rates  of  commissions, 
allowances,  discounts,  or  other  fees  to  be  charged  by  members  for 
effecting  transactions  on  a  national  securities  exchange  is  having 
on  the  maintenance  of  fair  and  orderly  markets  and  the  develop- 
ment of  a  national  market  system  for  securities ; 

(I)  a  statement  of  the  time  elapsed  between  the  filing  of  reports 
pursuant  to  section  13(f)  of  this  title  and  the  public  availability 
of  the  information  contained  therein,  the  costs  involved  in  the 
Commission's  processing  of  such  reports  and  tabulating  such  in- 
formation, the  manner  in  which  the  Commission  uses  such  infor- 
mation, and  the  steps  the  Commission  has  taken  and  the  progress 
it  has  made  toward  requiring  such  reports  to  be  filed  and  such 
information  to  be  made  available  to  the  public  in  machine 
language ; 

(J)  information  concerning  (i)  the  effects  its  rules  and  regula- 
tions are  having  on  the  viability  of  small  brokers  and  dealers; 
(ii)  its  attempts  to  reduce  any  unnecessary  reporting  burden  on 
such  brokers  and  dealers;  and  (iii)  its  efforts  to  help  to  assure  the 
continued  participation  of  small  brokers  and  dealers  in  the  United 
States  securities  markets ;  and 

(K)  a  statement  detailing  its  administration  of  the  Freedom  of 
Information  Act,  section  552  of  title  5,  United  States  Code,  m- 
cluding  a  copy  of  the  report  filed  pursuant  to  subsection  (d)  of 
such  section, 
(c)  The  Commission,  by  rule,  shall  prescribe  the  procedure  appli- 
cable to  every  case  pursuant  to  this  title  of  adjudication  (as  defined  m 
section  551  of  title  5,  United  States  Code)  not  required  to  be  determmed 
%n  the  record  after  notice  and  opportunity  for  hearing.  Such  rules 
shall,  as  a  minimum,  provide  that  prompt  notice  shall  be  given  of  any 
adverse  action  or  final  disposition  and  that  such  notice  and  the  entry 
of  any  order  shall  be  accompanied  by  a  statement  of  written  reasons. 

PUBLIC  AVAILABILITY  OP  INFORMATION 

Sec  24.  (a)  For  purposes  of  section  552  of  title  5,  United  States 
Code,  the  term  "records"  includes  all  applications,  statements,  reports, 
contracts,  correspondence,  notices,  and  other  documents  hied  with  or 
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otherwise  obtained  by  the  Commission  pursuant  to  this  title  or  other- 
wise. 

(b)  It  shall  be  unlawful  for  any  member,  officer,  or  employee  of 
the  Commission  to  disclose  to  any  person  other  than  a  member,  officer, 
or  employee  of  the  Commission,  or  to  use  for  personal  benefit,  any 
information  contained  in  any  application,  statement,  report,  contract, 
correspondence,  notice,  or  other  document  filed  with  or  otherwise 
obtained  by  the  Commission  (1)  in  contravention  of  the  rules  and 
regulations  of  the  Commission  under  section  552  of  Title  5,  United 
States  Code,  or  (2)  in  circumstances  where  the  Commission  has  deter- 
mined pursuant  to  such  rules  to  accord  confidential  treatment  to  such 
information.  Nothing  in  this  subsection  shall  authorize  the  Commission 
to  withhold  information  from  the  Congress. 

COURT   REVIEW   OF   ORDERS   AND  RULES 

Sec.  25.  (a)  (1)  A  person  aggrieved  by  a  final  order  of  the  Com- 
mission entered  pursuant  to  this  title  may  obtain  review  of  tlie  order 
in  the  United  States  Court  of  Appeals  for  the  circuit  in  which  he 
resides  or  has  his  principal  place  of  business,  or  for  the  District  of 
Columbia  Circuit,  by  filing  in  such  court,  within  sixty  days  after  the 
entry  of  the  order,  a  written  petition  requesting  that  the  order  be 
modified  or  set  aside  in  whole  or  m  part. 

(2)  A  copy  of  the  petition  shall  be  transmitted  forthw^ith  by  the 
clerk  of  the  court  to  a  member  of  the  Commission  or  an  officer  desig"- 
nated  by  the  Commission  for  that  purpose.  Thereupon  the  Commission 
shall  file  in  the  court  the  record  on  which  the  order  complained  of 
is  entered,  as  provided  in  section  2112  of  title  28,  United  States  Code, 
and  the  Federal  Rules  of  Appellate  Procedure. 

(3)  On  the  filing  of  the  petition,  the  court  has  Jurisdiction,  which 
becomes  exclusive  on  the  filing  of  the  record,  to  amrm  or  modify  and 
enforce  or  to  set  aside  the  order  in  whole  or  in  part. 

(4)  The  findings  of  the  Commission  as  to  the  facts,  if  supported  by 
substantial  evidence,  are  conclusive. 

(5)  If  either  party  applies  to  the  court  for  leave  to  adduce  addi- 
tional evidence  and  shows  to  the  satisfaction  of  the  court  that  the  addi- 
tional evidence  is  material  and  that  there  was  reasonable  ground  for 
failure  to  adduce  it  before  the  Commission,  the  court  may  remand  the 
case  to  the  Commission  for  further  proceedings,  in  whatever  manner 
and  on  whatever  conditions  the  court  considers  appropriate.  If  the  case 
is  remanded  to  the  Commission,  it  shall  file  in  the  court  a  supplemental 
record  containing  any  new  evidence,  any  further  or  modified  findings, 
and  any  new  order. 

(b)(1)  A  person  adversely  affected  by  a  rule  of  the  Commission 
promulgated  pursuant  to  section  6, 11,  llA,  15(c)  (5)  or  (6),  15A,  17, 
17A,  or  19  of  this  title  may  obtain  review  of  this  rule  in  the  United 
States  Court  of  Appeals  for  the  circuit  in  which  he  resides  or  has  his 
principal  place  of  business  or  for  the  District  of  Columbia  Circuit,  by 
filing  in  such  court,  within  sixty  days  after  the  promulgation  of  the 
rule,  a  written  petition  requesting  that  the  rule  be  set  aside. 

(2)  A  copy  of  the  petition  shall  be  transmitted  forthwith  by  the 
clerk  of  the  court  to  a  member  of  the  Commission  or  an  officer  desig- 
nated for  that  purpose.  Thereupon,  the  Commission  shall  file  in  the 
court  the  rule  under  review  and  any  documents  referred  to  therein. 
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the  Commission's  notice  of  proposed  rulemaking  and  any  docmnents 
referred  to  therein,  all  written  submissions  and  the  transcript  of  any 
oral  presentations  in  the  rulemaking,  factual  information  not  included 
in  the  foregoing  that  was  considered  by  the  Commission  in  the  promul- 
gation of  the  rule  or  proffered  by  the  Commission  as  pertinent  to  the 
rule,  the  report  of  any  advisory  committee  received  or  considered  by 
the  Commission  in  the  rulemaking,  and  any  other  materials  prescribed 
by  the  court. 

(3)  On  the  filing  of  the  petition,  the  court  has  jurisdiction,  which 
becomes  exclusive  on  the  filing  of  the  materials  set  forth  in  paragraph 
(2)  of  this  subsection,  to  affirm  and  enforce  or  to  set  aside  the  rule. 

(4)  The  findings  of  the  Commission  as  to  the  facts  identified  by 
the  Commission  as  the  basis,  in  whole  or  in  part,  of  the  rule,  if  sup- 
ported by  substantial  evidence,  are  conclusive.  The  court  shall  aflSim 
and  enforce  the  rule  unless  the  Commission's  action  in  promulgating 
the  rule  is  found  to  be  arbitrary,  capricious,  an  abuse  of  discretion,  or 
otherwise  not  in  accordance  with  law ;  contrary  to  constitutional  right, 
power,  privilege,  or  immunity;  in  excess  of  statutory  jurisdiction, 
authority,  or  limitations,  or  short  of  statutory  right ;  or  without  observ- 
ance of  procedure  required  by  law. 

(6)  If  proceedings  have  been  instituted  under  this  subsection  in 
two  or  more  courts  of  appeals  with  respect  to  the  same  rule,  the  Com- 
mission shall  file  the  materials  set  forth  in  paragraph  (2)  of  this  sub- 
section in  that  court  in  which  a  proceeding  was  first  instituted.  The 
other  courts  shall  thereupon  transfer  all  such  proceedings  to  the  court 
in  which  the  materials  have  been  filed.  For  the  convenience  of  the 
parties  in  the  interest  of  justice  that  court  may  thereafter  transfer  all 
the  proceedings  to  any  other  court  of  appeals. 

(c)(1)  No  objection  to  an  order  or  rule  of  the  Commission,  for 
which  review  is  sought  under  this  section,  may  be  considered  by  the 
court  unless  it  was  urged  before  the  Commission  or  there  was  reason- 
able ground  for  failure  to  do  so. 

(2)  The  filing  of  a  petition  under  this  section  does  not  operate  as  a 
stay  of  the  Commission's  order  or  rule.  Until  the  court's  jurisdiction 
becomes  exclusive,  the  Commission  may  stay  its  order  or  rule  pending 
judicial  review  if  it  finds  that  justice  so  requires.  After  the  filing  of  a 
petition  under  this  section,  the  court,  on  whatever  conditions  may  be 
required  and  to  the  extent  necessary  to  prevent  irreparable  injury, 
may  issue  all  necessary  and  appropriate  process  to  stay  the  order  or 
rule  or  to  preserve  status  or  rights  pending  its  review ;  but  (notwith- 
standing section  705  of  title  5,  United  States  Code)  no  such  process 
may  be  issued  by  the  court  before  the  filing  of  the  record  or  the  mate- 
rials set  forth  in  subsection  (b)(2)  of  this  section  unless:  (A)  the 
Commission  has  denied  a  stay  or  failed  to  grant  requested  relief,  (B) 
a  reasonable  period  has  expired  since  the  filing  of  an  application  for  a 
stay  without  a  decision  by  the  Commission,  or  (C)  there  was  reason- 
able ground  for  failure  to  apply  to  the  Commission. 

(3)  When  the  same  order  or  rule  is  the  subject  of  one  or  more  peti- 
tions for  review  filed  under  this  section  and  an  action  for  enforcement 
filed  in  a  district  court  of  the  United  States  under  section  21  (d)  or  (e) 
of  this  title,  that  court  in  which  the  petition  or  the  action  is  first  filed 
has  jurisdiction  with  respect  to  the  order  or  rule  to  the  exclusion  of 
any  other  court,  and  thereupon  all  such  proceedings  shall  be  trans- 
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f erred  to  that  court;  but,  for  the  convenience  of  the  parties  in  the 
interest  of  justice,  that  court  may  thereafter  transfer  all  the  proceed- 
ings to  any  other  court  of  appeals  or  district  court  of  the  United 
States,  whether  or  not  a  petition  for  review  or  an  action  for  enforce- 
ment was  originally  filed  in  the  transferee  court.  The  scope  of  review 
by  a  district  court  under  section  21  (d)  or  (e)  of  this  title  is  in  all  cases 
the  same  as  by  a  court  of  appeals  under  this  section. 

(d)  (1)  For  purposes  of  the  preceding  subsections  of  this  section, 
the  term  "Commission"  includes  the  agencies  enumerated  in  section 
3(a)  (34)  of  this  title  insofar  as  such  agencies  are  acting  pursuant  to 
this  title. 

(2)  For  purposes  of  subsection  (a)  (4)  of  this  section  and  section 
706  of  title  5,  United  States  Code,  an  order  of  the  Commission  pur- 
suant to  section  19(a)  of  this  title  denying  registration  to  a  clearing 
agency  for  which  the  Commission  is  not  the  appropriate  regulatory 
agency  or  pursuant  to  section  19(b)  of  this  title  disapproving  a  pro- 
posed rule  change  by  such  a  clearing  agency  shall  be  deemed  to  be  an 
order  of  the  appropriate  regulatory  agency  for  such  clearing  agency 
insofar  as  such  order  was  entered  by  reason  of  a  determination  by  such 
appropriate  regulatory  agency  pursuant  to  section  19(a)(2)(C)  or 
19(b)  (4)  (C)  of  this  title  that  such  registration  or  proposed  rule 
change  would  be  inconsistent  with  the  safeguarding  of  securities  or 
funds. 

UNLAWFUL   REPRESENTATIONS 

Sec.  26.  No  action  or  failure  to  act  by  the  Commission  or  the  Board 
of  Governors  of  the  Federal  Reserve  System,  in  the  administration 
of  this  title  shall  be  construed  to  mean  that  the  particular  authority 
has  in  any  way  passed  upon  the  merits  of,  or  given  approval  to,  any 
security  or  any  transaction  or  transactions  therein,  nor  shall  such 
action  or  failure  to  act  with  regard  to  any  statement  or  report  filed 
with  or  examined  by  such  authority  pursuant  to  this  title  or  rules  and 
regulations  thereunder,  be  deemed  a  finding  by  such  authority  that 
such  statement  or  report  is  true  and  accurate  on  its  face  or  that  it  is 
not  false  or  misleading.  It  shall  be  unlawful  to  make,  or  cause  to  be 
made,  to  any  prospective  purchaser  or  seller  of  a  security  any  repre- 
sentation that  any  such  action  or  failure  to  act  by  any  such  authority  is 
to  be  so  construed  or  has  such  effect. 

JURISDICTION    OF    OFFENSES    AND    SUITS 

Sec.  27.  The  district  courts  of  the  United  States,  the  United  States 
District  Court  for  the  District  of  Columbia,  and  the  United  States 
courts  of  any  Territory  or  other  place  subject  to  the  jurisdiction  of  the 
United  States  shall  have  exclusive  jurisdiction  of  violations  of  this 
title  or  the  rules  and  regulations  thereunder,  and  of  all  suits  in  equity 
and  actions  at  law  brought  to  enforce  any  liability  or  duty  created  by 
this  title  or  the  rules  and  regulations  thereunder.  Any  criminal  pro- 
ceeding may  be  brought  in  the  district  wherein  any  act  or  transac- 
tion constituting  the  violation  occurred.  Any  suit  or  action  to  enforce 
any  liability  or  duty  created  by  this  title  or  rules  and  regulations 
thereunder,  or  to  enjoin  any  violation  of  such  title  or  rules  and  regu- 
lations, may  be  brought  in  any  such  district  or  in  the  district  wherein 
the  defendant  is  found  or  is  an  inhabitant  or  transacts  business,  and 
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process  in  such  cases  may  be  served  in  any  other  district  of  which  the 
defendant  is  an  inhabitant  or  wherever  the  defendant  may  be  found. 
Judgments  and  decrees  so  rendered  shall  be  subject  to  review  as  pro- 
vided in  sections  128  and  240  of  the  Judicial  Code,  as  amended  (U.S.C., 
title  28,  sees.  225  and  347).  No  costs  shall  be  assessed  for  or  against  the 
Commission  in  any  proceeding  under  this  title  brought  by  or  against 
it  in  the  Supreme  Court  or  such  other  courts. 

EFFECT    ON    EXISTING    LAW 

Sec.  28.  (a)  The  rights  and  remedies  provided  by  this  title  shall  be 
in  addition  to  any  and  all  other  rights  and  remedies  that  may  exist 
at  law  or  in  equity ;  but  no  person  permitted  to  maintain  a  suit  for 
damages  under  the  provisions  of  this  title  shall  recover,  through  satis- 
faction of  judgment  in  one  or  more  actions,  a  total  amount  in  excess 
of  his  actual  damages  on  account  of  the  act  complained  of.  Nothing 
in  this  title  shall  affect  the  jurisdiction  of  the  securities  commission 
(or  any  agency  or  officer  performing  like  functions)  of  any  State  over 
any  security  or  any  person  insofar  as  it  does  not  conflict  with  the  pro- 
visions of  this  title  or  the  rules  and  regulations  thereunder. 

(b)  Nothing  in  this  title  shall  be  construed  to  modify  existing  law 
with  regard  to  the  binding  effect  ( 1 )  on  any  member  of  or  participant 
in  any  self-regulatory  organization  of  any  action  taken  by  the  author- 
ities of  such  organization  to  settle  disputes  between  its  members  or 
participants,  (2)  on  any  municipal  securities  dealer  or  municipal  se- 
curities broker  of  any  action  taken  pursuant  to  a  procedure  estab- 
lished by  the  Municipal  Securities  Rulemaking  Board  to  settle  dis- 
putes between  municipal  securities  dealers  and  municipal  securities 
brokers,  or  (3)  of  any  action  described  in  paragraph  (1)  or  (2)  on 
any  person  who  has  agreed  to  be  bound  thereby. 

(c)  The  stay,  setting  aside,  or  modification  pursuant  to  section 
19(e)  of  this  title  of  any  disciplinary  sanction  imposed  by  a  self -regu- 
latory organization  or  a  member  thereof,  person  associated  with  a 
member,  or  participant  therein,  shall  not  affect  the  validity  or  force 
of  any  action  taken  as  a  result  of  such  sanction  by  the  self -regulatory 
organization  prior  to  such  stay,  setting  aside,  or  modification:  Pro- 
vided^ That  such  action  is  not  inconsistent  with  the  provisions  of  this 
title  or  the  rules  or  regulations  thereunder.  The  rights  of  any  person 
acting  in  good  faith  which  arise  out  of  any  such  action  shall  not  be 
affected  in  any  way  by  such  stay,  setting  aside,  or  modification. 

(d)  No  State  or  political  subdivision  thereof  shall  impose  any  tax 
on  any  change  in  beneficial  or  record  ownership  of  securities  effected 
through  the  facilities  of  a  registered  clearing  agency  or  registered 
transfer  agent  or  any  nominee  thereof  or  custodian  therefor  or  upon 
the  delivery  or  transfer  of  securities  to  or  through  or  receipt  from 
such  agency  or  agent  or  any  nominee  thereof  or  custodian  therefor, 
unless  such  change  is  beneficial  or  record  ownership  or  such  transfer 
or  delivery  or  receipt  would  otherwise  be  taxable  by  such  State  or 
political  subdivision  if  the  facilities  of  such  registered  clearing  agency, 
registered  transfer  agent,  or  any  nominee  thereof  or  custodian  therefor 
were  not  physically  located  in  the  taxing  State  or  political  subdivision. 
No  State  or  political  subdivision  thereof  shall  impose  any  tax  on 
securities  which  arc  deposited  in  or  retained  by  a  registered  clearing 
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agency,  registered  transfer  agent,  or  any  nominee  thereof  or  custodian 
therefor,  unless  such  securities  would  otherwise  be  taxable  by  such 
State  or  political  subdivision  if  the  facilities  of  such  registered  clear- 
ing agency,  registered  transfer  agent,  or  any  nominee  thereof  or  cus- 
todian therefor  were  not  physically  located  in  the  taxing  State  or 
political  subdivision. 

(e)  (1)  No  person  using  the  mails,  or  any  means  or  instrumentality 
of  interstate  commerce,  in  the  exercise  of  investment  discretion  with 
respect  to  an  account  shall  be  deemed  to  have  acted  unlawfully  or  to 
have  breached  a  fiduciary  duty  under  State  or  Federal  law  unless 
expressly  provided  to  the  contrary  by  a  law  enacted  by  the  Congress 
or  any  State  subsequent  to  the  date  of  enactment  of  the  Securities  Acts 
Amendments  in  ^  1975  solely  by  reason  of  his  having  caused  the  account 
to  pay  a  member  of  an  exchange,  broker,  or  dealer  an  amount  of 
commission  for  effecting  a  securities  transaction  in  excess  of  the  amount 
of  commission  another  member  of  an  exchange,  broker,  or  dealer  would 
have  charged  for  effecting  that  transaction,  if  such  person  deter- 
mined in  good  faith  that  such  amount  of  commission  was  reasonable 
in  relation  to  the  value  of  the  brokerage  and  research  services  pro- 
vided by  such  member,  broker,  or  dealer,  viewed  in  terms  of  either  that 
particular  transaction  or  his  overall  responsibilities  with  respect  to  the 
accounts  as  to  which  he  exercises  investment  discretion.  This  subsection 
is  exclusive  and  plenary  insofar  as  conduct  is  covered  by  the  foregoing, 
unless  otherwise  expressly  provided  by  contract:  Provided^  however^ 
That  nothing  in  this  subsection  shall  be  construed  to  impair  or  limit 
the  power  of  the  Commission  under  any  other  provision  of  this  title 
or  otherwise. 

(2)  A  person  exercising  investment  discretion  with  respect  to  an 
account  shall  make  such  disclosure  of  his  policies  and  practices  with 
respect  to  commissions  that  will  be  paid  for  effecting  securities  transac- 
tions, at  such  times  and  in  such  manner,  as  the  appropriate  regulatory 
agency,  by  rule,  may  prescribe  as  necessary  or  appropriate  in  the  pub- 
lic interest  or  for  the  protection  of  investors. 

(3)  For  purposes  of  this  subsection  a  person  provides  brokerage  and 
research  services  insofar  as  he — 

(A)  furnishes  advice,  either  directly  or  through  publications 
or  writings,  as  to  the  value  of  securities,  the  advisability  of  in- 
vesting in,  purchasing,  or  selling  securities,  and  the  availability 
of  securities  or  purchasers  or  sellers  of  securities ; 

(B)  furnishes  analyses  and  reports  concerning  issuers,  indus- 
tries, securities,  economic  factors  and  trends,  portfolio  strategy, 
and  the  performance  of  accounts ;  or 

(C)  effects  securities  transactions  and  performs  functions  in- 
cidental t:hereto  (such  as  clearance,  settlement,  and  custody)  or 
required  in  connection  therewith  by  rules  of  the  Commission  or 
a  self -regulatory  organization  of  which  such  person  is  a  member 
or  person  associated  with  a  member  or  in  which  such  person  is  a 
participant. 

VALiDrrr  of  contracts 

Sec.  29.  (a)  Any  condition,  stipulation,  or  provision  binding  any 
person  to  waive  compliance  with  any  provision  of  this  title  or  of  anv 
rule  or  regulation  thereunder,  or  of  any  rule  of  an  exchange  required 
thereby  shall  be  void. 

1  So  in  original ;  Probably  should  read  "of". 
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(b)  Every  contract  made  in  violation  of  any  provision  of  this  title 
er  of  any  rule  or  regulation  thereunder,  and  every  contract  (including 
any  contract  for  listing  a  security  on  an  exchange)  heretofore  or  here- 
after made ;  the  performance  of  which  involves  the  violation  of,  or  the 
continuance  of  any  relationship  or  practice  in  violation  of,  any  provi- 
sion of  this  title  or  any  rule  or  regulation  thereunder,  shall  be  void  (1) 
as  regards  the  rights  of  any  person  who,  in  violation  of  any  such  pro- 
vision, rule,  or  regulation,  shall  have  made  or  engaged  in  the  perform- 
ance of  any  such  contract,  and  (2)  as  regards  the  rights  of  any  person 
who,  not  being  a  party  to  such  contract,  shall  have  acquired  any  right 
thereunder  with  actual  knowledge  of  the  facts  by  reason  of  which  the 
making  or  performance  of  such  contract  was  in  violation  of  any  such 
provision,  rule,  or  regulation:  Provided^  (A)  That  no  contract  shall 
be  void  by  reason  of  this  subsection  because  of  any  violation  of  any 
rule  or  regulation  prescribed  pursuant  to  paragraph  (2)  or  (3)  of 
subsection  (c)  of  section  15  of  this  title,  and  (B)  that  no  contract 
shall  be  deemed  to  be  void  by  reason  of  this  subsection  in  any  action 
maintained  in  reliance  upon  this  subsection,  by  any  person  to  or  for 
whom  any  broker  or  dealer  sells,  or  from  or  for  whom  any  broker 
or  dealer  purchases,  a  security  in  violation  of  any  rule  or  regulation 
prescribed  pursuant  to  paragraph  (1)  of  subsection  (c)  of  section  15 
of  this  title,  unless  such  action  is  brought  within  one  year  after  the 
discovery  that  such  sale  or  purchase  involves  such  violation  and  within 
three  years  after  such  violation. 

(c)  Nothing  in  this  title  shall  be  construed  (1)  to  affect  the  validity 
of  any  loan  or  extension  of  credit  (or  any  extension  or  renewal  thereof) 
made  or  of  any  lien  created  prior  or  subsequent  to  the  enactment  of  this 
title,  unless  at  the  time  of  the  making  of  such  loan  or  extension  of  credit 
(or  extension  or  renewal  thereof)  or  the  creating  of  such  lien,  the  per- 
son making  such  loan  or  extension  of  credit  (or  extension  or  renewal 
thereof)  or  acquiring  such  lien  shall  have  actual  knowledge  of  facts 
by  reason  of  which  the  making  of  such  loan  or  extension  of  credit  (or 
extension  or  renewal  thereof)  or  the  acquisition  of  such  lien  is  a  viola- 
tion of  the  provisions  of  this  title  or  any  rule  or  regulation  thereunder, 
or  (2)  to  afford  a  defense  to  the  collection  of  any  debt  or  obligation  or 
the  enforcement  of  any  lien  by  any  person  who  shall  have  acquired 
such  debt,  obligation,  or  lien  in  good  faith  for  value  and  without  actual 
knowledge  of  the  violation  of  any  provision  of  this  title  or  any  rule  or 
regulation  thereunder  affecting  the  legality  of  such  debt,  obligation, 
or  lien. 

FOREIGN    SECURITIES   EXCHANGES 

Sec.  30.  (a)  It  shall  be  unlawful  for  any  broker  or  dealer,  directly 
or  indirectly,  to  make  use  of  the  mails  or  of  any  means  or  instru- 
mentality of  interstate  commerce  for  the  purpose  of  effecting  on  an 
exchange  not  within  or  subject  to  the  jurisdiction  of  the  United 
States,  any  transaction  in  any  security  the  issuer  of  which  is  a 
resident  of,  or  is  organized  under  the  laws  of,  or  has  its  principal 
place  of  business  in,  a  place  within  or  subject  to  the  jurisdiction  of 
the  United  States,  in  contravention  of  such  rules  and  regiilations  as 
the  Commission  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  or  to  prevent  the 
evasion  of  this  title. 
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(b)  The  provisions  of  this  title  or  of  any  rule  or  regulation  there- 
under shall  not  apply  to  any  person  insofar  as  he  transacts  a  business 
in  securities  without  the  jurisdiction  of  the  United  States,  unless 
he  transacts  such  business  in  contravention  of  such  rules  and  regu- 
lations as  the  Commission  may  prescribe  as  necessary  or  appropriate 
to  prevent  the  evasion  of  this  title. 

FOREIGN  CORRUPT  PRACTICES  BY  ISSUERS 

Sec.  30 a.  (a)  It  shall  be  unlawful  for  any  issuer  which  has  a  class 
of  securities  registered  pursuant  to  section  12  of  this  title  or  which  is 
required  to  file  reports  under  section  15(d)  of  this  title,  or  for  any 
officer,  director,  employee,  or  agent  of  such  issuer  or  any  stockholder 
thereof  acting  on  behalf  of  such  issuer,  to  make  use  of  the  mails  or 
any  means  or  instrumentality  of  interstate  commerce  coiTuptly  in 
furtherance  of  an  offer,  payment,  promise  to  pay,  or  authorization  of 
the  payment  of  any  money,  or  offer,  gift,  promise  to  give,  or  authori- 
zation of  the  giving  of  anything  of  value  to — 

(1)  any  foreign  official  for  purposes  of — 

(A)  influencing  any  act  or  decision  of  such  foreign  official 
in  his  official  capacity,  including  a  decision  to  fail  to  perform 
his  official  functions ;  or 

(B)  inducing  such  foreign  official  to  use  his  influence  with 
a  foreign  government  or  instrumentality  thereof  to  affect  or 
influence  any  act  or  decision  of  such  government  or  instru- 
mentality, 

in  order  to  assist  such  issuer  in  obtaining  or  retaining  business  for 
or  with,  or  directing  businCvSs  to,  any  person ; 

(2)  any  foreign  political  party  or  official  thereof  or  any  candi- 
date for  foreign  political  office  for  purposes  of — 

(A)  influencing  any  act  or  decision  of  such  party,  official, 
or  candidate  in  its  or  his  official  capacity,  including  a  decision 
to  fail  to  perform  its  or  his  official  functions ;  or 

(B)  inducing  such  party,  official,  or  candidate  to  use  its  or 
his  influence  with  a  foreign  government  or  instrumentality 
thereof  to  affect  or  influence  any  act  or  decision  of  such  gov- 
ernment or  instrumentality, 

in  order  to  assist  such  issuer  in  obtaining  or  retaining  business  for 
or  with,  or  directing  business  to,  any  person ;  or 

(3)  any  person,  while  knowing  or  having  reason  to  know  that 
all  or  a  portion  of  such  money  or  thing  of  value  will  be  offered, 
given,  or  promised,  directly  or  indirectly,  to  any  foreign  official, 
to  any  foreign  political  party  or  official  thereof,  or  to  any  candi- 
date for  foreign  political  office,  for  purposes  of — 

(A)  influencing  any  act  or  decision  of  such  foreign  official, 
political  party,  party  official,  or  candidate  in  his  or  its  official 
capacity,  including  a  decision  to  fail  to  perform  his  or  its 
official  functions ;  or 

(B)  inducing  such  foreign  official,  political  party,  party 
official,  or  candidate  to  use  his  or  its  influence  with  a  foreign 
government  or  instrumentality  thereof  to  affect  or  influence 
any  act  or  decision  of  such  government  or  instrumentality, 

in  order  to  assist  such  issuer  in  obtaining  or  retaining  business 
for  or  with,  or  directing  business  to,  any  person. 
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(b)  As  used  in  this  section,  the  term  "foreign  official"  means  any 
officer  or  employee  of  a  foreign  government  or  any  department, 
agency,  or  instrumentality  thereof,  or  any  person  acting  in  an  official 
capacity  for  or  on  behalf  of  such  government  or  department,  agency, 
or  instrumentality.  Such  term  does  not  include  any  employee  of 'a 
foreign  government  or  any  department,  agency,  or  instrumentality 
thereof  whose  duties  are  essentially  ministerial  or  clerical. 

TRANSACTION  FEES 

Sec.  31.  Every  national  securities  exchange  shall  pay  to  the  Com- 
mission on  or  before  March  15  of  each  calendar  year  a  fee  in  an  amount 
equal  to  one  three-hundredths  of  1  per  centum  of  the  aggregate  dollar 
amount  of  the  sales  of  securities  (other  than  bonds,  debentures,  and 
other  evidences  of  indebtedness)  transacted  on  such  national  securities 
exchange  during  each  preceding  calendar  year  to  which  this  section 
applies.  Every  registered  broker  and  dealer  shall  pay  to  the  Commis- 
sion on  or  before  March  15  of  each  calendar  year  a  fee  in  an  amount 
equal  to  one  three-hundredths  of  1  per  centum  of  the  aggregate  dollar 
amount  of  the  sales  of  securities  registered  on  a  national  securities 
exchange  (other  than  bonds,  debentures,  and  other  evidences  of 
indebtedness)  transacted  by  such  broker  or  dealer  otherwise  than  on 
such  an  exchange  during  each  preceding  calendar  year:  Provided^ 
however^  That  no  payment  shall  be  required  for  any  calendar  year  in 
which  such  payment  would  be  less  than  one  hundred  dollars.  The  Com- 
mission, by  rule,  may  exempt  any  sale  of  securities  or  any  class  of  sales 
of  securities  from  any  fee  imposed  by  this  section,  if  the  Commission 
finds  that  such  exemption  is  consistent  with  the  public  interest,  the 
equal  regulation  of  markets  and  brokers  and  dealers,  and  the  develop- 
ment of  a  national  market  system. 

PENALTIES 

Sec.  32.  (a)  Any  person  who  willfully  violates  any  provision  of  this 
title  (other  than  section  30 A) ,  or  any  rule  or  regulation  thereunder  the 
violation  of  which  is  made  unlawful  or  the  observance  of  which  is  re- 
quired under  the  terms  of  this  title,  or  any  person  who  willfully  and 
knowingly  makes,  or  causes  to  be  made,  any  statement  in  any  applica- 
tion, report,  or  document  required  to  be  filed  under  this  title  or  any 
rule  or  regulation  thereunder  or  undertaking  contained  in  a  reg- 
istration statement  as  provided  in  subsection  (d)  of  section  15  of  this 
title,  or  by  any  self-regulatory  organization  in  connection  with  an 
application  for  membership  or  participation  therein  or  to  become  asso- 
ciated with  a  member  thereof,  which  statement  was  false  or  misleading 
with  respect  to  any  material  fact,  shall  upon  conviction  be  fined  not 
more  than  $10,000,  or  imprisoned  not  more  than  five  years,  or  both, 
except  that  when  such  person  is  an  exchange,  a  fine  not  exceeding 
$500,000  may  be  imposed ;  but  no  person  shall  be  subject  to  imprison- 
ment under  this  section  for  the  violation  of  any  rule  or  regulation  if 
he  proves  that  he  had  no  knowledge  of  such  rule  or  regulation. 

(b)  Any  issuer  which  fails  to  file  information,  documents,  or 
reports  required  to  be  filed  under  subsection  (d)  of  section  15  of  this 
title  or  any  rule  or  regulation  thereunder  shall  forfeit  to  the  United 
States  the  sum  of  $100  for  each  and  every  day  such  failure  to  file  shall 
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continue.  Such  forfeiture,  which  shall  be  in  lieu  of  any  criminal 
penalty  for  such  failure  to  file  which  might  be  deemed  to  arise  under 
subsection  (a)  of  this  section,  shall  be  payable  into  the  Treasury  of  the 
United  States  and  shall  be  recoverable  in  a  civil  suit  in  the  name  of  the 
United  States. 

(c)  (1)  Any  issuer  which  violates  section  30A(a)  of  this  title  shall, 
upon  conviction,  be  fined  not  more  than  $1,000,()00. 

(2)  Any  officer  or  director  of  an  issuer,  or  any  stockholder  acting 
on  behalf  of  such  issuer,  who  willfully  violates  section  30A(a)  of  this 
title  shall,  upon  conviction,  be  fined  not  more  than  $10,000,  or  impris- 
oned not  more  than  five  years,  or  both. 

(3)  Whenever  an  issuer  is  found  to  have  violated  section  30A(a) 
of  this  title,  any  employee  or  agent  of  such  issuer  who  is  a  Unit^ 
States  citizen,  national,  or  resident  or  is  otherwise  subject  to  the  juris- 
diction of  the  United  States  (other  than  an  officer,  director,  or  stock- 
holder of  such  issuer) ,  and  who  willfully  carried  out  the  act  or  prac- 
tice constituting  such  violation  shall,  upon  conviction,  be  fined  not 
more  than  $10,000,  or  imprisoned  not  more  than  five  years,  or  both. 

(4)  Whenever  a  fine  is  imposed  under  paragraph  (2)  or  (3)  of  this 
subsection  upon  any  officer,  director,  stockholder,  employee,  or  agent 
of  an  issuer,  such  fine  shall  not  be  paid,  directly  or  indirectly,  by  such 
issuer. 

SEPARABILITY   OF  PROVISIONS 

Sec.  33.  If  any  provision  of  this  Act,  or  the  application  of  such 
provision  to  any  person  or  circumstances,  shall  be  held  invalid,  the 
remainder  of  the  Act,  and  the  application  of  such  provision  to 
persons  or  circumstances  other  than  those  as  to  which  it  is  held 
invalid,  shall  not  be  affected  thereby. 

EFFECTIVE  DATE 

Sec.  34.  This  Act  shall  become  effective  on  July  1,  1934,  except 
that  sections  6  and  12(b),  (c),  (d),  and  (e)  shall  become  effective 
on  September  1,  1934;  and  sections  5,  7,  8,  9(a)(6),  10,  11,  12(a), 
13,  14,  15,  16,  17,  18,  19,  and  30  shall  become  effective  on  October  1, 
1934. 

AUTHORIZATION  OF  APPROPRIATIONS 

Sec.  35.  There  are  hereby  authorized  to  be  appropriated  to  carry 
out  the  functions,  powers,  and  duties  of  the  Commission  not  to  exceed 

$51,000,000  for  the  fiscal  year  ending  June  30, 1976,  $56,500,000  for  the 
fiscal  year  ending  September  30,  1977,  and  $63,750,000  for  the  fiscal 
year  ending  September  30,  1978.  For  fiscal  years  succeeding  1978, 
there  may  be  appropriated  such  sums  as  the  Congress  may  hereafter 
authorize  by  law. 

TITLE  II— AMENDMENTS  TO  SECURITIES  ACT  OF  1933 

[Sections  201-209  of  title  II  amended  the  Securities  Act  of  1933. 
Section  210  of  title  II  provided  for  the  transfer  of  the  functions  and 
duties  of  the  Federal  Trade  Commission  under  the  Securities  Act  of 
1933  to  the  Securities  and  Exchange  Commission.  Section  211  of  title 
II  required  the  Securities  and  Exchange  Commission  to  make  a  study 
of  certain  protective  and  reorganization  committees.] 
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AN  ACT  To  provide  for  control  and  regulation  of  public-utility  holding  companies, 

and  for  other  purposes. 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^  That  this  Act  may 
be  cited  as  the  "Public  Utility  Act  of  1935." 

TITLE  I— CONTROL  OF  PUBLIC -UTILITY  HOLDING 

COMPANIES 

NECESSITY  FOR  CONTROL  OF  HOLDING  COMPANIES 

Section  1.  (a)  Public-utility  holding  companies  and  their  sub- 
sidiary companies  are  affected  with  a  national  public  interest  in 
that,  among  other  things,  (1)  their  securities  are  widely  marketed 
and  distributed  by  means  of  the  mails  and  instrumentalities  of  inter- 
state commerce  and  are  sold  to  a  large  number  of  investors  in  dif- 
ferent States;  (2)  their  service,  sales,  construction,  and  other  con- 
tracts and  arrangements  are  often  made  and  performed  by  means  of 
the  mails  and  instrumentalities  of  interstate  commerce;  (3)  their 
subsidiary  public-utility  companies  often  sell  and  transport  gas  and 
electric  energy  by  the  use  of  means  and  instrumentalities  of  inter- 
state commerce;  (4)  their  practices  in  respect  of  and  control  over 
subsidiary  companies  often  materially  affect  the  interstate  commerce 
in  which  those  companies  engage;  (5)  their  activities  extending  over 
many  States  are  not  susceptible  of  effective  control  by  any  State 
and  make  difficult,  if  not  impossible,  effective  State  regulation  of 
public-utility  companies. 

(b)  Upon  the  basis  of  facts  disclosed  by  the  reports  of  the  Federal 
Trade  Commission  made  pursuant  to  S.  Res.  83  (Seventieth  Con- 
gress, first  session),  the  reports  of  the  Committee  on  Interstate  and 
Foreign  Commerce,  House  of  Representatives,  made  pursuant  to 
H.  Res.  59  (Seventy-second  Congress,  first  session)  and  H.J.  Res. 
572  (Seventy-second  Congress,  second  session)  and  otherwise  dis- 
closed and  ascertained,  it  is  hereby  declared  that  the  national  public 
interest,  the  interest  of  investors  in  the  securities  of  holding  com- 
panies and  their  subsidiary  companies  and  affiliates,  and  the  interest 
of  consumers  of  electric  energy  and  natural  and  manufactured  gas, 
are  or  may  be  adversely  affected — 

(1)  when  such  investors  cannot  obtain  the  information  neces- 
sary to  appraise  the  financial  position  or  earning  power  of  the 
issuers,  because  of  the  absence  of  uniform  standard  accounts ;  when 
such  securities  are  issued  without  the  approval  or  consent  of  the 
States  having  jurisdiction  over  subsidiary  public-utility  com- 
panies ;  when  such  securities  are  issued  upon  the  basis  of  fictitious 
or  unsound  asset  values  having  no  fair  relation  to  the  sums  invested 
in  or  the  earning  capacity  of  the  properties  and  upon  the  basis 
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of  paper  profits  from  intercompany  transactions,  or  in  anticipa- 
tion of  excessive  revenues  from  subsidiary  public-utility  com- 
panies; when  such  securities  are  issued  by  a  subsidiary  public- 
utility  company  under  circumstances  which  subject  such  company 
to  the  burden  of  supporting  an  overcapitalized  structure  and  tend  || 
to  prevent  voluntary  rate  reductions ; 

(2)  when  subsidiary  public-utility  companies  are  subjected  to 
excessive  char«:es  for  services,  construction  work,  equipment,  and 
materials,  or  enter  into  transactions  in  which  evils  result  from  an 
absence  of  arm's-len^h  bargaining  or  from  restraint  of  free  and 
independent  competition;  when  service,  management,  construc- 
tion, and  other  contracts  involve  the  allocation  of  charges  among 
subsidiary  public-utility  companies  in  different  States  so  as  to 
present  problems  of  regulation  which  cannot  be  dealt  with  effec- 
tively by  the  States ; 

(3)  when  control  of  subsidiary  public-utility  companies  affects 
the  accounting  practices  and  rate,  dividend,  and  other  policies  of 
such  companies  so  as  to  complicate  and  obstruct  State  regulation 
of  such  companies,  or  when  control  of  such  companies  is  exerted 
through  disproportionately  small  investment ; 

(4)  when  the  growth  and  extension  of  holding  companies  bears 
no  relation  to  economy  of  management  and  operation  or  the 
integration  and  coordination  of  related  operating  properties;  or 

(5)  when  in  any  other  respect  there  is  lack  of  economy  of 
management  and  operation  of  public-utility  companies  or  lack  of 
efficiency  and  adequacy  of  service  rendered  by  such  companies,  or 
lack  of  effective  public  regulation,  or  lack  of  economies  in  the 
raising  of  capital. 

(c)  When  abuses  of  the  character  above  enumerated  become  per- 
Bistont  and  wide-spread  the  holding  company  becomes  an  agency 
which,  unless  regulated,  is  injurious  to  investors,  consumers,  and  the 
general  public;  and  it  is  hereby  declared  to  be  the  policy  of  this  title, 
m  accordance  with  which  policy  all  the  provisions  of  this  title  shall 
be  interpreted,  to  meet  the  prolDlems  and  eliminate  the  evils  as  enu- 
merated in  this  section,  connected  with  public-utility  holding  com- 
panies which  are  engaged  in  interstate  commerce  or  in  activities 
which  directly  affect  or  burden  interstate  commerce;  and  for  the 
purpose  of  effectuating  such  policy  to  compel  the  simplification  of 
public-utility  holding-company  systems  and  the  elimination  there- 
from of  properties  detrimental  to  the  proper  functioning  of  such 
systems,  and  to  provide  as  soon  as  practicable  for  the  elimination 
of  public-utility  holding  companies  except  as  otherwise  expressly 
provided  in  this  title. 

DEFINITIONS 

Sec.  2.  (a)  When  used  in  this  title,  unless  the  context  otherwise 
requires — 

(1)  "Person"  means  an  individual  or  company. 

(2)  "Company"  means  a  corporation,  a  partnership,  an  associa- 
tion, a  joint-stock  company,  a  business  trust,  or  an  organized  group 
of  persons,  whether  incorporated  or  not ;  or  any  receiver,  trustee,  or 
other  liquidating  agent  of  any  of  the  foregoing  in  his  capacity  as  such. 

(3)  "Electric  utility  company"  means  any  company  which  owns 
or  operates  facilities  used  for  the  generation,  transmission,  or  dis- 
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tribution  of  electric  energy  for  sale,  other  than  sale  to  tenants  or 
employees  of  the  company  operating  such  facilities  for  their  own  use 
and  not  for  resale.  The  Commission,  upon  application,  shall  by  order 
declare  a  company  operating  any  such  facilities  not  to  be  an  electric 
utility  company  if  the  Commission  finds  that  (A)  such  company 
]s  primarily  engaged  in  one  or  more  businesses  other  than  the  business 
of  an  electric  utility  company,  and  by  reason  of  the  small  amount 
of  electric  energy  sold  by  such  company  it  is  not  necessary  in  the 
public  interest  or  for  the  protection  of  investors  or  consumers  that 
such  company  be  considered  an  electric  utility  company  for  the  pur- 
poses of  this  title,  or  (B)  such  company  is  one  operating  within  a 
single  State,  and  substantially  all  of  its  outstanding  securities  are 
owned  directly  or  indirectly  by  another  company  to  which  such  operat- 
ing company  sells  or  furnishes  electric  energy  which  it  generates; 
such  other  company  uses  and  does  not  resell  such  electric  energy,  is 
engaged  primarily  in  manufacturing  (other  than  the  manufacturing 
of  electric  energy  or  gas)  and  is  not  controlled  by  any  other  company ; 
and  by  reason  of  the  small  amount  of  electric  energy  sold  or  furnished 
by  such  operating  company  to  other  persons  it  is  not  necessary  in  the 
public  interest  or  for  the  protection  of  investors  or  consumers  that  it 
be  considered  an  electric  utility  company  for  the  purposes  of  this  title. 
The  filing  of  an  application  hereunder  in  good  faith  shall  exempt  such 
company  (and  the  owner  of  the  facilities  operated  by  such  company) 
from  the  application  of  this  paragraph  until  the  Commission  has 
acted  upon  such  application.  As  a  condition  to  the  entry  of  any 
such  order,  and  as  a  part  thereof,  the  Commission  may  require  ap- 
jjlication  to  be  made  periodically  for  a  renewal  of  such  order,  and 
may  require  the  filing  of  such  periodic  or  special  reports  regarding 
the  business  of  the  company  as  the  Commission  may  find  necessary 
or  appropriate  to  insure  that  such  company  continues  to  be  entitled 
to  such  exemption  during  the  period  for  which  such  order  is  effective. 
The  Commission,  upon  its  own  motion  or  upon  application,  shall  re- 
voke such  order  whenever  it  finds  that  the  conditions  specified  in  clause 
(A)  or  (B)  are  not  satisfied  in  the  case  of  such  company.  Any  action 
of  the  Commission  under  the  preceding  sentence  shall  be  by  order. 
Application  under  this  paragraph  may  be  made  by  the  company  in 
respect  of  which  the  order  is  to  be  issued  or  by  the  owner  of  the  fa- 
cilities operated  by  such  company.  Any  order  issued  under  this  para- 
graph shall  apply  equally  to  such  company  and  such  owner.  The 
Commission  may  be  rules  or  regulations  conditionally  or  uncondi- 
tionally provide  that  any  specified  class  or  classes  of  companies  which 
it  detemines  to  satisfy  the  conditions  specified  in  clause  (A)  or  (B), 
and  the  owners  of  the  facilities  operated  by  such  companies,  shall 
not  be  deemed  electric  utility  companies  within  the  meaning  of  this 
paragraph. 

(4)  "Gas  utility  company"  means  any  company  which  owns  or  op- 
erates facilities  used  for  the  distribution  at  retail  (other  than  distri- 
bution only  in  enclosed  portable  containers,  or  distribution  to  tenants 
or  employees  of  the  company  operating  such  facilities  for  their  own 
use  and  not  for  resale)  of  natural  or  manufactured  gas  for  heat,  light, 
or  powei'.  The  Commission,  upon  application,  shall  by  order  declare  a 
company  operating  any  such  facilities  not  to  be  a  gas  utility  company 
if  the  Commisson  finds  that  (A)  such  company  is  primarily  engaged 
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in  one  or  more  businesses  other  than  the  business  of  a  gas  utility  com- 
pany, and  (B)  by  reason  of  the  small  amount  of  natural  or  manu- 
factured gas  distributed  at  retail  by  such  company  it  is  not  necessary 
in  the  public  interest  or  for  the  protection  of  investors  or  consumers 
that  such  company  be  considered  a  gas  utility  company  for  the  pur- 
poses of  this  title.  The  filing  of  an  application  hereunder  in  good  faith 
shall  exempt  such  company  (and  the  owner  of  the  facilities  operated 
by  such  company)  from  the  application  of  this  paragraph  until  the 
Commission  has  acted  upon  such  application.  As  a  condition  to  the 
entry  of  any  such  order,  and  as  a  part  thereof,  the  Commission  may 
require  application  to  be  made  periodically  for  a  renewal  of  such  order, 
and  may  require  the  filing  of  such  periodic  or  special  reports  regarding 
the  business  of  the  company  as  the  Commission  may  find  necessary  or 
appropriate  to  insure  that  such  company  continues  to  be  entitled  to 
such  exemption  during  the  period  for  which  such  order  is  effective.  The 
Commission,  upon  its  own  motion  or  upon  application,  shall  revoke 
such  order  whenever  it  finds  that  the  conditions  specified  in  clauses 
(A)  and  (B)  are  not  satified  in  the  case  of  such  company.  Any  action 
of  the  Commission  under  the  preceding  sentence  shall  be  by  order. 
Application  under  this  paragraph  may  be  made  by  the  company  in 
respect  of  which  the  order  is  to  be  issued  or  by  the  owner  of  the  facili- 
ties operated  by  such  company.  Any  order  issued  under  this  paragraph 
shall  apply  equally  to  such  company  and  such  owner.  The  Commis- 
sion may  by  rules  or  regulations  conditionally  or  unconditionally 
provide  that  any  specified  class  or  classes  of  companies  which  it  de- 
termines to  satisfy  the  conditions  specified  in  clauses  (A)  and  (B), 
and  the  owners  of  the  facilities  operated  by  such  companies,  shall  not 
be  deemed  gas  utility  companies  within  the  meaning  of  this  paragraph. 

(5)  "Public-utility  company"  means  an  electric  utility  company 
or  a  gas  utility  company. 

(6)  "Commission"  means  the  Securities  and  Exchange  Commission. 

(7)  "Holding  company"  means — 

(A)  any  company  which  directly  or  indirectly  owns,  controls, 
or  holds  with  power  to  vote,  10  per  centum  or  more  of  the  out- 
standing voting  securities  of  a  public-utility  company  or  of  a 
company  which  is  a  holding  company  by  virtue  of  this  clause  or 
clause  (B),  unless  the  Commission,  as  hereinafter  provided,  by 
order  declares  such  company  not  to  be  a  holding  company ;  and 

(B)  any  person  which  the  Commission  determines,  after  notice 
and  opportunity  for  hearing,  directly  or  indirectly  to  exercise 
(either  alone  or  pursuant  to  an  arrangement  or  understanding 
with  one  or  more  other  persons)  such  a  controlling  influence  over 
the  management  or  policies  of  any  public-utility  or  holding  com- 
pany as  to  make  it  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors  or  consumers  that  such  person 
be  subject  to  the  obligations,  duties,  and  liabilities  imposed  in 
this  title  upon  holding  companies. 

The  Commission,  upon  application,  shall  by  order  declare  that  a 
company  is  not  a  holding  company  under  clause  (A)  if  the  Com- 
mission finds  that  the  applicant  (i)  does  not,  either  alone  or  pur- 
suant to  an  arrangement  or  understanding  with  one  or  more  other 
persons,  directly  or  indirectly  control  a  public-utility  or  holding 
company  either  through  one  or  more  intermediary  persons  or  by 
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any  means  or  device  whatsoever,  (ii)  is  not  an  intermediary  company 
through  which  such  control  is  exercised,  and  (iii)  does  not,  directly 
or  indirectly,  exercise  (either  alone  or  pursuant  to  an  arrangement  or 
understanding  with  one  or  more  other  persons)  such  a  controlling 
influence  over  the  management  or  policies  of  any  public-utility  or 
holding  company  as  to  make  it  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  or  consumers  that  the  ap- 
plicant be  subject  to  the  obligations,  duties,  and  liabilities  imposed 
in  this  title  upon  holding  companies.  The  filing  of  an  application  here- 
under in  good  faith  by  a  company  other  than  a  registered  holding 
company  shall  exempt  the  applicant  from  any  obligation,  duty,  or 
liability  imposed  in  this  title  upon  the  applicant  as  a  holding  company, 
until  the  Commission  has  acted  upon  such  application.  Within  a  reason- 
able time  after  the  receipt  of  any  application  hereunder,  the  Commis- 
sion shall  enter  an  order  granting,  or,  after  notice  and  opportunity  for 
hearing,  denying  or  otherwise  disposing  of,  such  application.  As  a 
condition  to  the  entry  of  any  order  granting  such  application  and  as 
a  part  of  any  such  order,  the  Commission  may  require  the  applicant  to 
apply  periodically  for  a  renewal  of  such  order  and  to  do  or  refrain 
from  doing  such  acts  or  things,  in  respect  of  exercise  of  voting  rights, 
control  over  proxies,  designation  of  officers  and  directors,  existence  of 
interlocking  officers,  directors  and  other  relationships,  and  submission 
of  periodic  or  special  reports  regarding  affiliations  or  intercorporate 
relationships  of  the  applicant,  as  the  Commission  may  find  necessary 
or  appropriate  to  ensure  that  in  the  case  of  the  applicant  the  conditions 
specified  in  clauses  (i),  (ii),  and  (iii)  are  satisfied  during  the  period 
for  which  such  order  is  effective.  The  Commission,  upon  its  own 
motion  or  upon  application  of  the  company  affected,  shall  revoke  the 
order  declaring  such  company  not  to  be  a  holding  company  whenever 
in  its  judgment  any  condition  specified  in  clause  (i) ,  (ii) ,  or  (iii)  is  not 
satisfied  in  the  case  of  such  company,  or  modify  the  terms  of  such 
order  whenever  in  its  judgment  such  modification  is  necessary  to  ensure 
that  in  the  case  of  such  company  the  conditions  specified  in  clauses 
(i),  (ii),  and  (iii)  are  satisfied  during  the  period  for  which  such 
order  is  effective.  Any  action  of  the  Commission  under  the  preceding 
sentence  shall  be  by  order. 

(8)  "Subsidiary  company"  of  a  specified  holding  company  means — 

(A)  any  company  io  per  centum  or  more  of  the  outstanding 
voting  securities  of  which  are  directly  or  indirectly  owned,  con- 
trolled, or  held  with  power  to  vote,  by  such  holding  company 
(or  by  a  company  that  is  a  subsidiary  company  of  such  holding 
company  by  virtue  of  this  clause  or  clause  (B) ) ,  unless  the  Com- 
mission, as  hereinafter  provided,  by  order  declares  such  company 
not  to  be  a  subsidiary  company  of  such  holding  company;  and 

(B)  any  person  the  management  or  policies  of  which  the  Com- 
mission, after  notice  and  opportunity  for  hearing,  determines  to  be 
subject  to  a  controlling  influence,  directly  or  indirectly,  by  such 
holding  company  (either  alone  or  pursuant  to  an  arrangement  or 
understanding  with  one  or  more  other  persons)  so  as  to  make  it 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers  that  such  person  be  subject  to  the  obliga- 
tions, duties,  and  liabilities  imposed  in  this  title  upon  subsidiary 
companies  of  holding  companies. 
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The  Commission,  upon  application,  shall  by  order  declare  that  a 
company  is  not  a  subsidiary  company  of  a  specified  holding  company 
under  clause  (A)  if  the  Commission  finds  that  (i)  the  applicant  is 
not  controlled,  directly  or  indirectly,  by  such  holding  company  (either 
alone  or  pursuant  to  an  arrangement  or  understanding  with  one  or 
more  other  persons)  either  through  one  or  more  intermediary  per- 
sons or  by  any  means  or  device  whatsoever,  (ii)  the  applicant  is  not 
an  intermediary  company  through  which  such  control  of  another 
company  is  exercised,  and  (iii)  the  management  or  policies  of  the 
applicant  are  not  subject  to  a  controlling  influence,  directly  or  in- 
directly, by  such  holding  company  (either  alone  or  pursuant  to  an 
arrangement  or  understanding  with  one  or  more  other  persons)  so  as 
to  make  it  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors  or  consumers  that  the  applicant  be  subject  to 
the  obligations,  duties,  and  liabilities  imposed  in  this  title  upon  sub- 
sidiary companies  of  holding  companies.  The  filing  of  an  applica- 
tion hereunder  in  good  faith  shall  exempt  the  applicant  from  any 
obligation,  duty,  or  liability  imposed  in  this  title  upon  the  applicant 
as  a  subsidiary  company  of  such  specified  holding  company  until  the 
Commission  has  acted  upon  such  application.  Within  a  reasonable 
time  after  the  receipt  of  any  application  hereunder,  the  Commission 
shall  enter  an  order  granting,  or,  after  notice  and  opportunity  for 
hearing,  denying  or  otherwise  disposing  of,  such  application.  As  a 
condition  to  the  entry  of,  and  as  a  part  of,  any  order  granting  such 
application,  the  Commission  may  require  the  applicant  to  apply 
periodically  for  a  renew^al  of  such  order  and  to  file  such  periodic  or 
special  reports  regarding  the  affiliations  or  intercorporate  relation- 
ships of  the  applicant  as  the  Commission  may  find  necessary  or 
appropriate  to  enable  it  to  determine  whether  in  the  case  of  the  appli- 
cant the  conditions  specified  in  clauses  (i),  (ii),  and  (iii)  are  satisfied 
during  the  period  for  which  such  order  is  effective.  The  Commission, 
upon  its  own  motion  or  upon  application,  shall  revoke  the  order 
declaring  such  company  not  to  be  a  subsidiary  company  whenever 
in  its  judgment  any  condition  specified  in  clause  (i),  (ii),  or  (iii) 
is  not  satisfied  in  the  case  of  such  company,  or  modify  the  terms  of 
such  order  whenever  in  its  judgment  such  modification  is  necessary 
to  ensure  that  in  the  case  of  such  company  the  conditions  specified  in 
clauses  (i),  (ii),  and  (iii)  are  satisfied  during  the  period  for  which 
such  order  is  effective.  Any  action  of  the  Commission  under  the  pre- 
ceding sentence  shall  be  by  order.  Any  application  under  this  para- 
graph may  be  made  by  the  holding  company  or  the  company  in  respect 
of  which  the  order  is  to  be  entered,  but  as  used  in  this  paragraph  the 
term  "applicant"  means  only  the  company  in  respect  of  which  the 
order  is  to  be  entered. 

(9)  "Holding-company  system"  means  any  holding  company, 
together  with  all  its  subsidiary  companies,  and  all  mutual  service 
companies  (as  defined  in  paragraph  (13)  of  this  subsection)  of  which 
such  holding  company  or  any  subsidiary  company  thereof  is  a  mem- 
ber company  (as  defined  in  paragraph \  14)  of  this  subsection). 

(10)  "Associate  company"  of  a  company  means  any  company  in 
the  same  holding-company  system  with  such  company. 

(11 )  "Affiliate"  of  a  specified  company  means — 
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(A)  any  person  that  directly  or  indirectly  owns,  controls,  or 
holds  with  power  to  vote,  5  per  centum  or  more  of  the  outstand- 
ing voting  securities  of  such  specified  company ; 

(B)  any  company  5  per  centum  or  more  of  whose  outstanding 
voting  securities  are  owned,  controlled,  or  held  with  power  to 
vote,  directly  or  indirectly,  by  such  specified  company ; 

(C)  any  individual  who  is  an  officer  or  director  of  such  speci- 
fied company,  or  of  any  company  which  is  an  affiliate  thereof 
under  clause  (A)  of  this  paragraph ;  and 

(D)  any  person  or  class  of  persons  that  the  Commission  deter- 
mines, after  appropriate  notice  and  opportunity  for  hearing,  to 
stand  in  such  relation  to  such  specified  company  that  there  is 
liable  to  be  such  an  absence  of  arm's-length  bargaining  in  trans- 
actions between  them  as  to  make  it  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors  or  consumers 
that  such  person  be  subject  to  the  obligations,  duties,  and  liabil- 
ities imposed  in  this  title  upon  affiliates  of  a  company. 

(12)  "Registered  holding  company-'  means  a  person  whose  regis- 
tration is  in  effect  under  section  5. 

(13)  "Mutual  service  company"  means  a  company  approved  as  a 
mutual  service  company  under  section  13. 

(14)  "Member  company"  means  a  company  which  is  a  member  of 
an  association  or  group  of  companies  mutually  served  by  a  mutual 
service  company. 

(15)  "Director"  means  any  director  of  a  corporation  or  any  in- 
dividual who  performs  similar  functions  in  respect  of  any  company. 

(16)  "Security"  means  any  note,  draft,  stock,  treasury  stock,  bond, 
debenture,  certificate  of  interest  or  participation  in  any  profit-sharing 
agreement  or  in  any  oil,  gas,  other  mineral  royalty  or  lease,  any  col- 
lateral-trust certificate,  preorganization  certificate  or  subscription, 
transferable  share,  investment  contract,  voting-trust  certificate,  certif- 
icate of  deposit  for  a  security,  receiver's  or  trustee's  certificate,  or,  in 
general,  any  instrument  commonly  known  as  a  "security";  or  any 
certificate  of  interest  or  participation  in,  temporary  or  interim  certif- 
icate for,  receipt  for,  guaranty  of,  assumption  of  liability  on,  or  war- 
rant or  riffht  to  subscribe  to  or  purchase,  any  of  the  foregoing. 

(17)  "Voting  security"  means  any  security  presently  entitling  the 
owner  or  holder  thereof  to  vote  in  the  direction  or  management"  of  the 
affairs  of  a  company,  or  any  security  issued  under  or  pursuant  to  any 
trust,  agreement,  or  arrangement  whereby  a  trustee  or  trustees  or  agent 
or  agents  for  the  owner  or  holder  of  such  security  are  presently  entitled 
to  vote  in  the  direction  or  management  of  the  affairs  of  a  company ;  and 
a  specified  per  centum  of  the  outstandinor  votins:  securities  of  a  com- 
pany means  such  amount  of  the  outstanding  voting  securities  of  such 
company  as  entitles  the  holder  or  holders  thereof  to  cast  said  specified 
per  centum  of  the  aggregate  votes  which  the  holders  of  all  the  out- 
standing voting  securities  of  such  company  are  entitled  to  cast  in  the 
direction  or  management  of  the  affairs  of  such  company. 

C18)  "Utility  assets"  means  the  facilities,  in  place,  of  any  electric 
utility  company  or  gas  utility  company  for  the  production,  trans- 
mission, transportation,  or  distribution  of  electric  energy  or  natural 
or  manufactured  gas. 
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(19)  "Service  contract"  means  any  contract,  a^eement,  or  under- 
standing whereby  a  person  undertakes  to  sell  or  furnish,  for  a  charge, 
any  managerial,  financial,  legal,  engineering,  purchasing,  marketing, 
auditing,  statistical,  advertising,  publicity,  tax,  research,  or  any  other 
service,  information,  or  data. 

(20)  "Sales  contract"  means  any  contract,  agreement,  or  under- 
standing whereby  a  person  undertakes  to  sell,  lease,  or  furnish,  for  a 
charge,  any  goods,  equipment,  materials,  supplies,  appliances,  or  simi- 
lar property.  As  used  in  this  paragraph  the  term  "property"  does  not 
include  electric  energy  or  natural  or  manufactured  gas. 

(21)  "Construction  contract"  means  any  contract,  agreement,  or 
understanding  for  the  construction,  extension,  improvement,  main- 
tenance, or  repair  of  the  facilities  or  any  part  thereof  of  a  company 
for  a  charge. 

(22)  "Buy",  "acquire",  "acquisition",  or  "purchase"  includes  any 
purchase,  acquisition  by  lease,  exchange,  merger,  consolidation,  or 
other  acquisition. 

(23)  "Sale"  or  "sell"  includes  any  gale,  disposition  by  lease,  ex- 
change or  pledge,  or  other  disposition. 

(24)  "State"  means  any  State  of  the  United  States  or  the  District 
of  Columbia. 

(25)  "United  States",  when  used  in  a  geographical  sense,  means 
the  States. 

(26)  "State  commission"  means  any  commission,  board,  agency, 
or  officer,  by  whatever  name  designated,  of  a  State,  municipality,  or 
other  political  subdivision  of  a  State  which  under  the  law  of  such 
State  has  jurisdiction  to  regulate  public-utility  companies. 

(27)  "State  securities  commission"  means  any  commission,  board, 
agency,  or  officer,  by  whatever  name  designated,  other  than  a  State 
commission  as  defined  in  paragraph  (26)  of  this  subsection,  which 
under  the  law  of  a  State  has  jurisdiction  to  regulate,  approve,  or  con- 
trol the  issue  or  sale  of  a  security  by  a  company. 

(28)  "Interstate  commerce"  means  trade,  commerce,  transportation, 
transmission,  or  communication  among  the  several  States  or  between 
any  State  and  any  place  outside  thereof. 

(29)  "Integrated  public-utility  system"  means — 

(A)  As  applied  to  electric  utility  companies,  a  system  consist- 
ing of  one  or  more  units  of  generating  plants  and/or  transmis- 
sion lines  and/or  distributing  facilities,  whose  utility  assets, 
whether  owned  by  one  or  more  electric  utility  companies,  are 
physically  interconnected  or  capable  of  physical  interconnection 
and  which  under  normal  conditions  may  be  economically  oper- 
ated as  a  single  interconnected  and  coordinated  system  confined 
in  its  operations  to  a  single  area  or  region,  in  one  or  more  States, 
not  so  large  as  to  impair  (considering  the  state  of  the  art  and  the 
area  or  region  affected)  the  advantages  of  localized  management, 
efficient  operation,  and  the  effectiveness  of  regulation ;  and 

(B)  As  applied  to  gas  utility  companies,  a  system  consisting 
of  one  or  more  gas  utility  companies  which  are  so  located  and 
related  that  substantial  economies  may  be  effectuated  by  being 
operated  as  a  single  coordinated  system  confined  in  its  opera- 
tions to  a  single  area  or  region,  in  one  or  more  States,  not  so 
large  as  to  impair  (considering  the  state  of  the  art  and  the 
area  or  region  affected)  the  advantages  of  localized  management. 
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efficient  operation,  and  the  effectiveness  of  regulation :  Provided^ 
That  gas  utility  companies  deriving  natural  gas  from  a  common 
source  of  supply  may  be  deemed  to  be  included  in  a  single  area 
or  region. 

(b)  No  person  shall  be  deemed  to  be  a  holding  company  under 
clause  (B)  of  paragraph  (7)  of  subsection  (a),  or  a  subsidiary  com- 
pany under  clause  (B)  of  paragraph  (8)  of  such  subsection,  or  an 
affiliate  under  clause  (D)  of  paragraph  (11)  of  such  subsection,  imless 
the  Commission,  after  appropriate  notice  and  opportunity  for  hear- 
ing, has  issued  an  order  declaring  such  person  to  be  a  holding  com- 
pany, a  subsidiary  company,  or  an  affiliate,  or  declaring  a  class  of 
which  such  person  is  a  member  to  be  affiliates.  Such  an  order  shall  not 
become  effective  for  at  least  thirty  days  after  the  mailing  of  a  copy 
thereof  to  the  person  thereby  declared  to  be  a  holding  company,  sul>- 
sidiary  company,  or  affiliate;  or,  in  the  case  of  determination  of 
affiliates  by  classes,  until  at  least  thirty  days  after  appropriate  publi- 
cation thereof  in  such  manner  as  the  Commission  shall  determine. 
Whenever  the  Commission,  on  its  own  motion  or  upon  application 
by  the  person  declared  to  be  a  holding  company,  subsidiary  company, 
or  affiliate,  finds  that  the  circumstances  which  gave  rise  to  the  issuance 
of  any  such  order  no  longer  exist,  the  Commission  shall  by  order 
revoke  such  order. 

(c)  No  provision  in  this  title  shall  apply  to,  or  be  deemed  to  include, 
the  United  States,  a  State,  or  any  political  subdivision  of  a  State,  or 
any  agency,  authority,  or  instrumentality  of  any  one  or  more  of  the 
foregoing,  or  any  corporation  which  is  wholly  owned  directly  or 
indirectly  by  any  one  or  more  of  the  foregoing,  or  any  officer,  agent, 
or  employee  of  any  of  the  foregoing  acting  as  such  in  the  course  of  his 
official  duty,  unless  such  provision  makes  specific  reference  thereto. 

POWER  TO  MAKE  PARTICULAR  EXEMPTIONS  REGARDING  HOLDING 
COMPANIES,  SUBSIDIARY  COMPANIES,  AND  AFFILIATES 

Sec.  3.  (a)  The  Commission,  by  rules  and  regulations  upon  its  own 
motion,  or  by  order  upon  application,  shall  exempt  any  holding  com- 
pany, and  every  subsidiary  company  thereof  as  such,  from  any  provi- 
sion or  provisions  of  this  title,  unless  and  except  insofar  as  it  finds 
the  exemption  detrimental  to  the  public  interest  or  the  interest  or 
investors  or  consumers,  if — 

(1)  such  holding  company,  and  every  subsidiary  company 
thereof  which  is  a  public-utility  company  from  which  such  hold- 
ing company  derives,  directly  or  indirectly,  any  material  part  of 
its  income,  are  predominantly  intrastate  in  character  and  carry  on 
their  business  substantially  in  a  single  State  in  which  such  holding 
company  and  every  such  subsidiary  company  thereof  are 
organized; 

(2)  such  holding  company  is  predominantly  a  public-utility 
company  whose  operations  as  such  do  not  extend  beyond  the  State 
in  which  it  is  organized  and  States  contiguous  thereto ; 

(3)  such  holding  company  is  only  incidentally  a  holding  com- 
pany, being  primarily  engaged  or  interested  in  one  or  more  busi- 
nesses other  than  the  business  of  a  public-utility  company  and 
(A)  not  deriving,  directly  or  indirectly,  any  material  part  of  its 
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income  from  any  one  or  more  subsidiary  companies,  the  principal 
business  of  which  is  that  of  a  public-utility  company,  or  ( B )  deriv- 
ing a  material  part  of  its  income  from  any  one  or  more  such 
subsidiary  companies,  if  substantially  all  the  outstanding  securi- 
ties of  such  companies  are  owned,  directly  or  indirectly,  by  such 
holding  company ; 

(4)  such  holding  company  is  temporarily  a  holding  company 
solely  by  reason  of  the  acquisition  of  securities  for  purposes  of 
liquidation  or  distribution  in  connection  with  a  bona  fide  debt 
previously  contracted  or  in  connection  with  a  bona  fide  arrange- 
ment for  the  underwriting  or  distribution  of  securities;  or 

(5)  such  holding  company  is  not,  and  derives  no  material  part 
of  its  income,  directly  or  indirectly,  from  any  one  or  more  sub- 
sidiary companies  which  are,  a  company  or  companies  the  prin- 
cipal business  of  which  within  the  United  States  is  that  of  a 
public-utility  company. 

(b)  The  Commission,  by  rules  and  regulations  upon  its  own  motion, 
or  by  order  upon  application,  shall  exempt  any  subsidiai-y  company, 
as  such,  of  a  holding  company  from  any  provision  or  provisions  of 
this  title,  the  application  of  which  to  such  subsidiary  company  the 
Commission  finds  is  not  necessary  in  the  public  interest  or  for  the  pro- 
tection of  investors,  if  such  subsidiary  company  derives  no  material 
part  of  its  income,  directly  or  indirectly,  from  sources  within  the 
United  States,  and  neither  it  nor  any  of  its  subsidiary  companies  is 
a  public-utility  company  opjerating  in  the  United  States. 

(c)  Within  a  reasonable  time  after  the  receipt  of  an  application  for 
exemption  under  subsection  (a)  or  (b),  the  Commission  shall  enter 
an  order  granting,  or,  after  notice  and  opportunity  for  hearing,  deny- 
ing or  otherwise  disposing  of  such  application.  The  filing  of  an  appli- 
cation in  good  faith  under  subsection  (a)  by  a  person  other  than  a 
registered  holding  company  shall  exempt  the  applicant  from  any  obli- 
gation, duty,  or  liability  imposed  in  this  title  upon  the  applicant  as 
a  holding  company  until  the  Commission  has  acted  upon  such  applica- 
tion. The  filing  of  an  application  in  good  faith  under  subsection  (b) 
shall  exempt  the  applicant  from  any  obligation,  duty,  or  liability  im- 
posed in  this  title  upon  the  applicant  as  a  subsidiary  company  until 
the  Commission  has  acted  upon  such  application.  Whenever  the  Com- 
mission, on  its  own  motion,  or  upon  application  by  the  holding  com- 
pany or  any  subsidiary  company  thereoi  exempted  by  any  order  issued 
under  subsection  (a),  or  by  the  subsidiary  company  exempted  by  any 
order  issued  under  subsection  (b),  finds  that  the  circumstances  which 
gave  rise  to  the  issuance  of  such  order  no  longer  exist,  the  Commission 
shall  by  order  revoke  such  order. 

(d)  The  Commission  may,  by  rules  and  regulations,  conditionally 
or  unconditionally  exempt  any  specified  class  or  classes  of  persons 
from  the  obligations,  duties,  or  liabilities  imposed  upon  such  persons 
as  subsidiary  companies  or  affiliates  under  any  provision  or  provisions 
of  this  title,  and  may  provide  within  the  extent  of  any  such  exemption 
that  such  specified  class  or  classes  of  persons  shall  not  be  deemed  sub- 
sidiary companies  or  affiliates  within  the  meaning  of  any  such  pro- 
vision or  provisions,  if  and  to  the  extent  that  it  deems  the  exemption 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers  and  not  contrary  to  the  purposes  of  this 
title. 
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TRANSACTIONS  BY  UNREGISTERED  HOLDING  COMPANIES 

Sec.  4.  (a)  After  December  1,  1935,  unless  a  holding  company  is 
registered  under  section  5,  it  shall  be  unlawful  for  such  holding  com- 
pany, directly  or  indirectly — 

(1)  to  sell,  transport,  transmit,  or  distribute,  or  own  or  operate 
any  utility  assets  for  the  transportation,  transmission,  or  distribu- 
tion of,  natural  or  manufactured  gas  or  electric  energy  in  inter- 
state commerce ; 

(2)  by  use  of  the  mails  or  any  means  or  instrumentality  of  inter- 
state commerce,  to  negotiate,  enter  into,  or  take  any  step  in  the 
performance  of,  any  service,  sales,  or  construction  contract  under- 
taking to  perform  services  or  construction  work  for,  or  sell  goods 
to,  an}^  public- utility  company  or  holding  company ; 

(3)  to  distribute  or  make  any  public  offermg  for  sale  or  ex- 
change of  any  security  of  such  holding  company,  any  subsidiary 
company  or  affiliate  of  such  holding  company,  any  public-utility 
company,  or  any  holding  company,  by  use  of  the  mails  or  any 
means  or  instrumentality  of  interstate  commerce,  or  to  sell  any 
such  security  'having  reason  to  believe  that  such  security,  by  use 
of  the  mails  or  any  means  or  instrumentality  of  interstate  com- 
merce, will  be  distributed  or  made  the  subject  of  a  public  offering; 

(4)  by  use  of  the  mails  or  any  means  or  instrumentality  of 
interstate  commerce,  to  acquire  or  negotiate  for  the  acquisition 
of  any  security  or  utility  assets  of  any  subsidiary  company  or 
affiliate  of  such  holding  company,  any  public-utility  company,  or 
any  holding  company ; 

(5)  to  engage  in  any  business  in  interstate  commerce;  or 

(6)  to  own,  control,  or  hold  with  power  to  vote,  any  security 
of  any  subsidiary  company  thereof  that  does  any  of  the  acts 
enumerated  in  paragraphs  (1)  to  (5) ,  inclusive,  of  this  subsection. 

(b)  Every  holding  company  which  has  outstanding  any  security 
any  of  which,  by  use  of  the  mails  or  any  means  or  instrumentality 
of  interstate  commerce,  has  been  distributed  or  made  the  subject  of 
a  public  offering  subsequent  to  January  1,  1925,  and  any  of  which 
security  is  owned  or  held  on  October  i,  1935  (or,  if  such  company 
is  not  a  holding  company  on  that  date,  on  the  date  such  company 
becomes  a  holding  company)  by  persons  not  resident  in  the  State^n 
which  such  holding  company  is  organized,  shall  register  under  sec- 
tion 5  on  or  before  December  1,  1935  or  the  thirtieth  day  after  such 
company  becomes  a  holding  company,  whichever  date  is  later. 

REGISTRATION  OF  HOLDING  COMPANIES 

Sec.  5.  (a)  On  or  at  any  time  after  October  1,  1935,  any  holding 
company  or  any  person  purposing  to  become  a  holding  company 
may  register  by  filing  with  the  Commission  a  notification  of  regis- 
tration, in  such  form  as  the  Commission  may  by  rules  and  regula- 
tions prescribe  as  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors  or  consumers.  A  person  shall  be 
deemed  to  be  registered  upon  receipt  by  the  Commission  of  such  noti- 
ncation  of  registration. 

(b)  It  shall  be  the  duty  of  every  registered  holding  company  to 
nle  with  the  Commission,  within  such  reasonable  time  after  registra- 
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tion  as  the  Commission  shall  fix  by  rules  and  regulations  or  order, 
a  registration  statement  in  such  form  as  the  Commission  shall  by 
rules  and  regulations  or  order  prescribe  as  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors  or  consumers. 
Such  registration  statement  shall  include — 

(1)  such  copies  of  the  charter  or  articles  of  incorporation, 
partnership,  or  agreement,  with  all  amendments  thereto,  and  the 
bylaws,  trust  indentures,  mortgages,  underwriting  arrangements, 
voting-trust  agreements,  and  similar  documents,  by  whatever  name 
known,  of  or  relating  to  the  registrant  or  any  of  its  associate  com- 
panies as  the  Commission  may  by  rules  and  regulations  or  order 
prescribe  as  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors  or  consumers ; 

(2)  such  information  in  such  form  and  in  such  detail  relating 
to,  and  copies  of  such  documents  of  or  relating  to,  the  registrant 
and  its  associate  companies  as  the  Commission  may  by  rules  and 
regulations  or  order  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  or  consumers  in 
respect  of — 

(A)  the  organization  and  financial  structure  of  such  com- 
panies and  the  nature  of  their  business ; 

(B)  the  terms,  position,  rights,  and  privileges  of  the  differ- 
ent classes  of  their  securities  outstanding ; 

(C)  the  terms  and  imderwriting  arrangements  under  which 
their  securities,  during  not  more  than  the  five  preceding  years, 
have  been  offered  to  the  public  or  otherwise  disposed  of  and 
the  relations  of  underwriters  to,  and  their  interest  in,  such 
companies ; 

(D)  the  directors  and  officers  of  such  companies,  their 
remuneration,  their  interest  in  the  securities  of,  their  material 
contracts  with,  and  their  borrowings  from,  any  of  such 
companies ; 

(E)  bonus  and  profit-sharing  arrangements ; 

(F)  material  contracts,  not  made  in  the  ordinary  course  of 
business,  and  service,  sales,  and  construction  contracts; 

(G)  options  in  respect  of  securities ; 

(H)  balance  sheets  for  not  more  than  the  five  preceding 
fiscal  years,  certified,  if  required  by  the  rules  and  regulations 
of  the  Commission,  by  an  independent  public  accountant ; 

(I)  profit  and  loss  statements  for  not  more  than  the  five 
preceding  fiscal  years,  certified,  if  required  by  the  rules  and 
regulations  of  the  Commission,  by  an  independent  public 
accountant ; 
(3)  such  further  information  or  documents  regarding  the  reg- 
istrant or  its  associate  companies  or  the  relations  between  them 
as  the  Commission  may  by  rules  and  relations  or  order  prescribe 
as  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors  or  consumers, 
(c)  The  Commission  by  such  rules  and  regulations  or  order  as  it 
deems  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  inv^tors  or  consumers,  may  permit  a  registrant  to  file  a 
preliminary  registration  statement  without  complying  with  the  pro- 
visions of  sub^tion  (b) ;  but  every  registrant  shall  file  a  complete 
registration  statement  with  the  Commission  within  such  reasonable 
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period  of  time  as  the  Commission  shall  fix  by  rules  and  regulations 
or  order,  but  not  later  than  one  year  after  the  date  of  registration. 

(d)  Wlienever  the  Commission,  upon  application,  finds  that  a 
registered  holding  company  has  ceased  to  be  a  holding  company,  it 
shall  so  declare  by  order  and  upon  the  taking  effect  of  such  order 
the  registration  of  such  company  shall,  upon  such  terms  and  condi- 
tions as  the  Commission  finds  and  in  such  order  prescribes  as  neces- 
sary for  the  protection  of  investors,  cease  to  be  in  effect.  The  denial 
of  any  such  application  by  the  Commission  shall  be  by  order. 

UNLAWFUL   SECURITY   TRANSACTIONS   BY   REGISTERED   HOLDING   AND 
SUBSIDIARY  COMPANIES 

Sec.  6.  (a)  Except  in  accordance  with  a  declaration  effective  under 
section  7  and  with  the  order  under  such  section  permitting  such 
declaration  to  become  effective,  it  shall  be  unlawful  for  any  regis- 
tered holding  company  or  subsidiary  company  thereof,  by  use  of 
the  mails  or  any  means  or  instrumentality  of  interstate  commerce, 
or  otherwise,  directly  or  indirectly  (1)  to  issue  or  sell  any  security 
of  such  company;  or  (2)  to  exercise  any  privilege  or  right  to  alter 
the  priorities,  preferences,  voting  power,  or  other  rights  of  the  holders 
of  an  outstanding  security  of  such  company. 

(b)  The  provisions  of  subsection  (a)  shall  not  apply  to  the  issue, 
renewal,  or  guaranty  by  a  registered  holding  company  or  subsidiary 
company  thereof  of  a  note  or  draft   (including  the  pledge  of  any 
security  as  collateral  therefor)  if  such  note  or  draft  (1)  is  not  part 
of  a  public  offering,  (2)  matures  or  is  renewed  for  not  more  than 
nine  months,  exclusive  of  days  of  grace,  after  the  date  of  such  issue, 
renewal,  or  guaranty  thereof,  and  (3)  aggregates  (together  with  all 
other  then  outstanding  notes  and  drafts  of  a  maturity  of  nine  months 
or  less,  exclusive  of  days  of  grace,  as  to  which  such  company  is  pri- 
marily or  secondarily  liable)   not  more  than  5  per  centum  of  the 
principal  amount  and  par  value  of  the  other  securities  of  such  company 
then  outstanding,  or  such  greater  per  centum  thereof  as  the  Commis- 
sion upon  application  may  by  order  authorize  as  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors  or 
consumers.  In  the  case  of  securities  having  no  principal  amount  or  no 
I  par  value,  the  value  for  the  purposes  of  this  subsection  shall  be  the  f  air- 
I  market  value  as  of  the  date  of  issue.  The  Commission  by  rules  and 
regulations  or  order,  subject  to  such  terms  and  conditions  as  it  deems 
appropriate  in  the  public  interest  or  for  the  protection  of  investors 
I  or  consumers,  shall  exempt  from  the  provisions  of  subsection  (a)  the 
!  issue  or  sale  of  any  security  by  any  subsidiary  company  of  a  registered 
I  holding  company,  if  the  issue  and  sale  of  such  security  are  solely  for 
I  the  purpose  of  financing  the  business  of  such  subsidiary  company  and 
!  have  been  expressly  authorized  bj-  the  State  commission  of  the  State 
i  in  which  such  subsidiary  company  is  organized  and  doing  business,  or 
I  if  the  issue  and  sale  of  such  security  are  solely  for  the  purpose  of 
financing  the  business  of  such  subsidiary  company  when  such  sub- 
sidiary company  is  not  a  holding  company,  a  public-utility  company, 
an  investment  companv,  or  a  fiscal  or  financing  agency  of  a  holding 
compnny,  a  public-utility  company,  or  an  investment  company.  The 
provisions  of  subsoctioufa)  shall  not  apply  to  the  issue,  by  a  regis- 
tered holding  company  or  subsidiary  company  thereof,  of  a  security 
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issued  pursuant  to  the  terms  of  any  security  outstanding  on  January  1, 
1935,  giving  the  holder  of  such  outstanding  security  the  right  to  con- 
vert such  outstanding  security  into  another  security  of  the  same  issuer 
or  of  another  person,  or  giving  the  right  to  subscribe  to  another 
security  of  the  same  issuer  or  another  issuer.  Within  ten  days  after  any 
issue,  sale,  renewal,  or  guaranty  exempted  from  the  application  of 
subsection  (a)  by  or  under  autliority  of  this  subsection,  such  holding 
company  or  subsidiary  company  thereof  shall  file  with  the  Commis- 
sion a  certificate  of  notification  in  such  form  and  setting  forth  such  of 
the  information  required  in  a  declaration  under  section  7  as  the  Com- 
mission may  by  rules  and  regulations  or  order  prescribe  as  necessary 
or  appropriate  in  the  public  interest  or  for  the  protection  of  investors 
or  consumers. 

(c)  It  shall  be  unlawful,  by  use  of  the  mails  or  any  means  or  in- 
strumentality of  interstate  commerce,  or  otherwise,  for  any  registered 
holding  company  or  any  subsidiary  company  thereof,  directly  or  in- 
directly,— 

(1)  to  sell  or  offer  for  sale  or  to  cause  to  be  sold  or  offered  for 
sale,  from  house  to  house,  any  security  of  such  holding  company ; 
or 

(2)  to  cause  any  officer  or  employee  of  any  subsidiary  company 
of  such  holding  company  to  sell  or  cause  to  be  sold  any  security  of 
such  holding  company. 

As  used  in  this  subsection  the  term  "house"  shall  not  include  an  office 
used  for  business  purposes. 

DECLARATIONS    BY    REGISTERED    HOLDING    AND    SUBSIDIARY   COMPANIES    IN 
RESPECT    OF    SECURITY    TRANSACTIONS 

Sec.  7.  (a)  A  registered  holding  company  or  subsidiary  company 
thereof  may  file  a  declaration  with  the  Commission,  regarding  any 
of  the  acts  enumerated  in  subsection  (a)  of  section  6,  in  such  form 
as  the  Commission  may  by  rules  and  regulations  prescribe  as  neces- 
sary or  appropriate  in  the  public  interesft  or  for  the  protection  of 
investors  or  consumers.  Such  declaration  shall  include — 

(1)  such  of  the  information  and  documents  which  are  required 
to  be  filed  in  order  to  register  a  security  under  section  7  of  the 
Securities  Act  of  1933,  as  amended,  as  the  Commission  may  by 
rules  and  regulations  or  order  prescribe  as  necessary  or  appropri- 
ate in  the  public  interest  or  for  the  protection  of  investors  or 
consumers;  and 

(2)  such  additional  information,  in  such  form  and  detail,  and 
such  documents  regarding  the  declarant  or  any  associate  company 
thereof,  the  particular  security  and  compliance  with  such  State 
laws  as  may  apply  to  the  act  in  question  as  the  Commission  may 
by  rules  and  regulations  or  order  prescribe  as  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors  or 
consumers. 

(b)  A  declaration  filed  under  this  section  shall  become  effective 
within  such  reasonaible  period  of  time  after  the  filing  thereof  as 
the  Commission  shall  fix  by  rules  and  regulations  or  order,  unless  the 
Commission  prior  to  the  expiration  of  such  period  shall  have  issued 
an  order  to  the  declarant  to  show  cause  why  such  declaration  should 
become  effective.  Within  a  reasonable  time  after  an  opportunity  for 
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learing  upon  an  order  to  show  cause  under  tliis  subsection,  unless 
'le  declarant  shall  withdraw  its  declaration,  the  Commission  shall 
iter  an  order  either  permitting  such  declaration  to  become  effective 
^as  filed  or  amended,  or  refusing  to  permit  such  declaration  to  become 
effective.  Amendments  to  a  declaration  may  be  made  upon  such  terms 
and  conditions  as  the  Commission  may  prescribe. 

(c)  The  Commission  shall  not  permit  a  declaration  regarding  the 
issue  or  sale  of  a  security  to  become  effective  unless  it  finds  that — 

(1)  such  security  is  (A)  a  common  stock  having  a  par  value 
and  being  without  preference  as  to  dividends  or  distribution  over, 
and  having  at  least  equal  voting  rights  with,  any  outstanding 
security  of  the  declarant ;  (B)  a  bond  (i)  secured  by  a  first  lien  on 
physical  property  of  the  declarant,  or  (ii)  secured  by  an  obliga- 
tion of  a  subsidiary  company  of  the  declarant  secured  by  a  first 
lien  on  physical  property  of  such  subsidiary  company,  or  (iii) 
secured  by  any  other  assets  of  the  type  and  character  which  the 
Commission  by  rules  and  regulations  or  order  may  prescribe  as 
appropriate  in  the  public  interest  or  for  the  protection  of  inves- 
tors; (C)  a  guaranty  of,  or  assumption  of  liability  on,  a  security 
of  another  company;  or  (D)  a  receiver's  or  trustee's  certificate 
duly  authorized  by  the  appropriate  court  or  courts ;  or 

(2)  such  security  is  to  be  issued  or  sold  solely  (A)  for  the  pur- 
pose of  refunding,  extending,  exchanging,  or  discharging  an  out- 
standing security  of  the  declarant  and/or  a  predecessor  company 
thereof  or  for  the  purpose  of  effecting  a  merger,  consolidation,  or 
other  reorganization;  (B)  for  the  purpose  of  financing  the  busi- 
ness of  the  declarant  as  a  public-utility  company;  (C)  for  the 
purpose  of  financing  the  business  of  the  declarant,  when  the  de- 
clarant is  neither  a  holding  company  nor  a  public-utility  com- 
pany ;  and/or  (D)  for  necessary  and  urgent  corporate  purposes  of 
the  declarant  where  the  requirements  of  the  provisions  of  para- 
graph (1)  would  impose  an  unreasonable  financial  burden  upon 
the  declarant  and  are  not  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  or  consumers ;  or 

(3)  such  security  is  one  the  issuance  of  which  was  authorized  by 
the  company  prior  to  January  1, 1935,  and  which  the  Commission 
by  rules  and  regulations  or  order  authorizes  as  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors  or 
consumers. 

(d)  If  the  requirements  of  subsections  (c)  and  (g)  are  satisfied, 
the  Commission  shall  permit  a  declaration  regarding  the  issue  or  sale 
of  a  securitv  to  become  effective  unless  the  Commission  finds  that — 

(1)  the  security  is  not  reasonably  adapted  to  the  security  struc- 
ture of  the  declarant  and  other  companies  in  the  same  holding- 
company  system ; 

(2)  the  security  is  not  reasonably  adapted  to  the  earning  power 
of  the  declarant ; 

(3)  financing  by  the  issue  and  sale  of  the  particular  security  is 
not  necessary  or  appropriate  to  the  economical  and  efficient  opera- 
tion of  a  business  in  which  the  applicant  lawfully  is  engaged  or 
has  an  interest ; 

(4)  the  fees,  commissions,  or  other  remuneration,  to  whomso- 
ever paid,  directly  or  indirectly,  in  connection  with  the  issue,  sale, 
or  distribution  of  the  securitv  are  not  reasonable; 
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(5)  in  the  case  of  a  security  that  is  a  guaranty  of,  or  assumption 
of  liability  on,  a  security  of  another  company,  the  circumstances 
are  such  as  to  constitute  the  making  of  such  guaranty  or  the  as- 
sumption of  such  liability  an  improper  risk  for  the  declarant ;  or 

(6)  the  terms  and  conditions  of  the  issue  or  sale  of  the  security 
are  detrimental  to  the  public  interest  or  the  interest  of  investors 
or  consumers. 

(e)  If  the  requirements  of  subsection  (g)  are  satisfied,  the  Com- 
mission shall  permit  a  declaration  to  become  effective  regarding  the 
exercise  of  a  privilege  or  right  to  alter  the  priorities,  preferences, 
voting  power,  or  other  rights  of  the  holders  of  an  outstanding  security 
unless  the  Commission  jfinds  that  such  exercise  of  such  privilege  or 
right  will  result  in  an  unfair  or  inequitable  distribution  of  voting 
power  among  holders  of  the  securities  of  the  declarant  or  is  otherwise 
detrimental  to  the  public  interest  or  the  interest  of  investors  or  con- 
sumers. 

(f )  Any  order  permitting  a  declaration  to  become  effective  may  con- 
tain such  terms  and  conditions  as  the  Commission  finds  necessary  to 
assure  compliance  with  the  conditions  specified  in  this  section. 

(g)  If  a  State  commission  or  State  securities  commission,  having 
jurisdiction  over  any  of  the  acts  enumerated  in  subsection  (a)  of  sec- 
tion 6,  shall  inform  the  Commission,  upon  request  by  the  Commission 
for  an  opinion  or  otherwise,  that  State  laws  applicable  to  the  act  in 
question  have  not  been  complied  with,  tlie  Commission  shall  not  permit 
a  declaration  regarding  the  act  in  question  to  become  effective  until  and 
unless  the  Commission  is  satisfied  that  such  compliance  has  been 
effected. 

ACQUIRING  INTEREST  IN  ELECTRIC  AND  GAS  UTILITY  COMPANIES  SERVING 

SAME   TERRITORY 

Sec.  8.  Wlienever  a  State  law  prohibits,  or  requires  approval  or 
authorization  of,  the  ownership  or  operation  by  a  single  company  of 
the  utility  assets  of  an  electric  utility  company  and  a  jjas  utility  com- 
pany serving  substantially  the  same  territory,  it  shall  be  unlawful  for 
a  registered  holding  company,  or  any  subsidiary  company  thereof,  by 
use  of  the  mails  or  any  means  or  instrumentality  of  interstate  com- 
merce, or  otherwise,^ — 

(1)  to  take  any  step,  without  the  express  approval  of  the  State 
commission  of  such  State,  which  results  in  its  having  a  direct  or 
indirect  interest  in  an  electric  utility  company  and  a  gas  utility 
company  serving  substantially  the  same  territory ;  or 

(2)  if  it  already  has  any  such  interest,  to  acquire,  without  the 
express  approval  of  the  State  commission,  any  direct  or  indirect 
interest  in  an  electric  utility  company  or  gas  utility  company  serv- 
ing substantially  the  same  territory  as  that  served  by  such  compa- 
nies in  which  it  already  has  an  interest. 

ACQUISITION  OF  SECURITIES   AND   UTILITY  ASSETS   AND   OTHER   INTERESTS 

Sec.  9.  (a)  Unless  the  acquisition  has  been  approved  by  the  Commis- 
sion under  section  10,  it  shall  be  unlawful — 

( 1 )  for  any  registered  holding  company  or  any  subsidiary  com- 
pany thereof,  by  use  of  the  mails  or  any  means  or  instrumentality 

1  So  in  original ;  49  Stat.  817. 
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of  interstate  commerce,  or  otherwise,  to  acquire,  directly  or  indi- 
rectly, any  securities  or  utility  assets  or  any  other  interest  in  any 
business ; 

(2)  for  any  person,  by  use  of  the  mails  or  any  means  or  instru- 
mentality of  interstate  commerce,  to  acquire,  directly  or  indirectly, 
any  security  of  any  public-utility  company,  if  such  person  is  an 
affiliate,  under  clause  (A)  of  paragraph  (11)  of  subsection  (a)  of 
section  2,  of  such  company  and  of  any  other  public  utility  or  hold- 
ing company,  or  will  by  virtue  of  such  acquisition  become  such  an 
affiliate. 

(b)  Subsection  (a)  shall  not  apply  to — 

(1)  the  acquisition  by  a  public-utility  company  of  utility  assets 
the  acquisition  of  which  has  been  expressly  authorized  by  a  StaJte 
commission ;  or 

(2)  the  acquisition  by  a  public-utility  company  of  securities  of  a 
subsidiarjr  public-utility  company  thereof,  provided  that  both 
such  public-utility  companies  and  all  other  public-utility  compa- 
nies in  the  same  holding-company  system  are  organized  in  the 
same  State,  that  the  business  of  each  such  company  in  such  system 
is  substantially  confined  to  such  State,  and  that  the  acquisition  of 
such  securities  has  been  expressly  authorized  by  the  State  commis- 
sion of  such  State. 

(c)  Subsection  (a)  shall  not  apply  to  the  acquisition  by  a  registered 
holding  company,  or  a  subsidiary  company  thereof,  of — 

(1)  securities  of,  or  securities  the  principal  or  interest  of  which 
is  guaranteed  by,  the  United  States,  a  State,  or  political  subdivi- 
sion of  a  State,  or  any  agency,  authority,  or  instrumentality  of  any 
one  or  more  of  the  foregoing,  or  any  corporation  which  is  wholly 
owned,  directly  or  indirectly,  by  any  one  or  more  of  the  fore- 

(2)  such  other  readily  marketable  securities,  within  the  limita- 
tion of  such  amounts,  as  the  Commission  may  by  rules  and  regu- 
lations prescribe  as  appropriate  for  investment  of  current  funds 
and  as  not  detrimental  to  the  public  interest  or  the  interest  of 
investors  or  consumers ;  or 

(3)  such  commercial  paper  and  other  securities,  within  such 
limitations,  as  the  Commission  may  by  rules  and  regulations  or 
order  prescribe  as  appropriate  in  the  ordinary  course  of  business 
of  a  registered  holding  company  or  subsidiary  company  thereof 
and  as  not  detrimental  to  the  public  interest  or  the  interest  of 
investors  or  consumers. 

APPROVAL  OF  ACQUISITION  OF  SECURITIES  AND  UTILITY  ASSETS  AND  OTHER 

INTERESTS 

Sec.  10.  (a)  A  person  may  apply  for  approval  of  the  acquisition 
of  securities  or  utility  assets,  or  of  any  other  interest  in  any  business, 
by  filing  an  application  in  such  form  as  the  Commission  may  by  rules 
and  regulations  prescribe  as  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  and  consumers.  Such 
application  shall  include — 

(1)  in  the  case  of  the  acquisition  of  securities,  such  information 
and  copies  of  such  documents  as  the  Commission  may  by  rules  and 


154 

regulations  or  order  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  or  consumers  in 
respect  of — 

(A)  the  security  to  be  acquired,  the  consideration  to  be 
paid  therefor,  and  compliance  with  such  State  laws  as  may 
apply  in  respect  of  the  issue,  sale,  or  acquisition  thereof, 

(B)  the  outstanding  securities  of  the  company  whose 
security  is  to  be  acquired,  the  terms,  position,  rights,  and 
privileges  of  each  class  and  the  options  in  respect  of  any 
such  securities, 

(C)  the  names  of  all  security  holders  of  record  (or  other- 
wise known  to  the  applicant)  owning,  holding,  or  controlling 
1  per  centum  or  more  of  any  class  of  security  of  such  com- 
pany, the  officers  and  dire<^tors  of  such  company,  and  their 
remuneration,  security  holdings  in,  material  contracts  with, 
and  borrowings  from  such  company  and  the  offices  or  direc- 
torships held,  and  securities  owned,  held,  or  controlled,  by 
them  in  other  companies, 

(D)  the  bonus,  profit-sharing  and  voting-trust  agreements, 
underwriting  arrangements,  trust  indentures,  mortgages,  and 
similar  documents,  by  whatever  name  known,  of  or  relating 
to  such  company, 

(E)  the  material  contracts,  not  made  in  the  ordinary 
course  of  business,  and  the  service,  sales,  and  construction 
contracts  of  such  company, 

(F)  the  securities  owned,  held,  or  controlled,  directly  or 
indirectly,  by  such  company, 

(G)  balance  sheets  and  profit  and  loss  statements  of  such 
company  for  not  more  than  the  five  preceding  fiscal  years, 
certified,  if  required  by  the  rules  and  regulations  of  the  Com- 
mission by  an  independent  public  accountant, 

(H)  any  further  information  regarding  such  company 
and  any  associate  company  or  affiliate  thereof,  or  its  relations 
with  the  applicant  company,  and 

(I)  if  the  applicant  be  not  a  registered  holding  company, 
any  of  the  information  and  documents  which  may  be  required 
under  section  5  from  a  registered  holding  company ; 

(2)  in  the  case  of  the  acquisition  of  utility  assets,  such  infor- 
mation concerning  such  assets,  the  value  thereof  and  considera- 
tion to  be  paid  therefor,  the  owner  or  owners  thereof  and  their 
relation  to,  agreements  with,  and  interest  in  the  securities  of,  the 
applicant  or  any  associate  company  thereof  as  the  Commission 
may  by  rules  and  regulations  or  order  prescribe  as  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection  of  inves- 
tors or  consumers ;  and 

(3)  in  the  case  of  the  acquisition  of  any  other  interest  in  any 
business,  such  information  concerning  such  business  and  the  inter- 
est to  be  acquired,  and  the  consideration  to  be  paid,  as  the  Com- 
mission may  by  rules  and  regulations  or  order  prescribe  as  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors  or  consumers. 

(b)  If  the  requirements  of  subsection  (f)  are  satisfied,  the  Com- 
mission shall  approve  the  acquisition  unless  the  Commission  finds 
that— 
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(1)  sucli  acquisition  will  tend  towards  interlocking  relations  or 
the  concentration  of  control  of  public-utility  companies,  of  a  kind 
or  to  an  extent  detrimental  to  the  public  interest  or  the  interest 
of  investors,  or  consumers ; 

(2)  in  case  of  the  acquisition  of  securities  or  utility  assets,  the 
consideration,  including  all  fees,  commissions,  and  other  remuner- 
ation, to  whomsoever  paid,  to  be  given,  directly  or  indirectly,  in 
connection  with  such  acquisition  is  not  reasonable  or  does  not 
bear  a  fair  relation  to  the  sums  invested  in  or  the  earning  capacity 
of  the  utility  assets  to  be  acquired  or  the  utility  assets  underlying 
the  securities  to  be  acquired ;  or 

(3)  such  acquisition  will  unduly  complicate  the  capital  struc- 
ture of  the  holding-company  system  of  the  applicant  or  will  be 
detrimental  to  the  public  interest  or  the  interest  of  investors  or 
consumers  or  the  proper  functioning  of  such  holding-company 
system. 

,j  The  Commission  may  condition  its  approval  of  the  acquisition  of 

!.  ^j  securities  of  another  company  upon  such  a  fair  offer  to  purchase  such 

1  •!  of  the  other  securities  of  the  company  whose  security  is  to  be  acquired 

J    as  the  Commission  may  find  necessary  or  appropriate  in  the  public 

interest  or  for  the  protection  of  investors  or  consumers. 

(c)  Notwithstanding  the  provisions  of  subsection  (b),  the  Com- 
mission shall  not  approve — 

(1)  an  acquisition  of  securities  or  utility  assets,  or  of  any  other 
interest,  which  is  unlawful  under  the  provisions  of  section  8  or  is 
detrimental  to  the  carrying  out  of  the  provisions  of  section  11 ;  or 

(2)  the  acquisition  of  securities  or  utility  assets  of  a  public- 
utility  or  holding  company  unless  the  Commission  finds  that  such 
acquisition  will  serve  the  public  interest  by  tending  towards  the 
economical  and  efficient  development  of  an  integrated  public- 
utility  system.  This  paragraph  shall  not  apply  to  the  acquisi- 
tion of  securities  or  utility  assets  of  a  public-utility  company 
operating  exclusively  outside  the  United  States. 

(d)  Within  such  reasonable  time  after  the  filing  of  an  applica- 
tion under  this  section  as  the  Commission  shall  fix  by  rules  and 
regulations  or  order,  the  Commission  shall  enter  an  order  either 
granting  or,  after  notice  and  opportunity  for  hearing,  denying  ap- 
proval of  the  acquisition  unless  the  applicant  shall  withdraw  its 
application.  Amendments  to  an  application  may  be  made  upon  such 
terms  and  conditions  as  the  Commission  may  prescribe. 

(e)  The  Commission,  in  any  order  approving  the  acquisition  of 
securities  or  utility  assets,  may  prescribe  such  terms  and  conditions 
in  respect  of  such  acquisition,  including  the  price  to  be  paid  for 
such  securities  or  utility  assets,  as  the  Commission  may  find  necessary 
or  appropriate  in  the  public  interest  or  for  the  protection  of  investors 
or  consumers. 

(f )  The  Commission  shall  not  approve  any  acquisition  as  to  which 
an  application  is  made  under  this  section  unless  it  appears  to  the 
satisfaction  of  the  Commission  that  such  State  laws  as  may  apply 
in  respect  of  such  acquisition  have  been  complied  with,  except  where 
the  Commission  finds  that  compliance  with  such  State  laws  would 
be  detrimental  to  the  carrying  out  of  the  provisions  of  section  11. 
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SIMPLIFICATION    OF    IIOLDIXO-COMrANY    SYSTEMS 

Sec.  11.  (a)  It  shall  bo  the  duty  of  tho  Commission  to  examine 
the  corporate  structure  of  every  re<risterecl  holding  company  and 
subsidiary  company  thereof,  the  relationships  amon^  the  companies 
in  the  holdin^r-company  system  of  every  such  company  and  the  char- 
acter of  the  interests  thereof  and  the  properties  owned  or  controlled 
thereby  to  determine  the  extent  to  which  the  corporate  structure  of 
such  holdinfj-company  system  and  the  companies  therein  may  be 
simplified,  unnecessary  complexities  therein  eliminated,  voting  power 
fairly  and  equitably  distributed  anions:  the  holders  of  securities  thereof, 
and  the  properties  and  business  thereof  confined  to  those  necessary  or 
appropriate  to  the  operations  of  an  integrated  public-utility  system. 

(b)  It  shall  be  the  dutv  of  the  Commission,  as  soon  as  practicable 
after  January  1,  1938: 

(1)  To  require  by  order,  after  notice  and  opportunity  for  hear- 
ing, that  each  registered  holdin^]^  company,  and  each  subsidiary 
company  thereof,  shall  take  such  action  as  the  Commission  shall 
find  necessary  to  limit  the  operations  of  the  holding-company  sys- 
tem of  which  such  company  is  a  part  to  a  single  integrated  public- 
utility  system,  and  to  such  other  businesses  as  are  reasonably 
incidential,  or  economically  necessary  or  appropriate  to  the  opera- 
tions of  such  integrated  public-utility  system :  Provided^  however^ 
That  the  Commission  shall  permit  a  registered  holding  company 
to  continue  to  control  one  or  more  additional  integrated  public- 
utility  systems,  if,  after  notice  and  opportunity  for  hearing,  it 
finds  that — 

(A)  Each  of  such  additional  systems  cannot  be  operated  as 
an  independent  system  without  the  loss  of  substantial  econ- 
omies which  can  be  secured  by  the  retention  of  control  by 
such  holding  company  of  such  system ; 

(B)  All  of  such  additional  systems  are  located  in  one  State, 
or  in  adjoining  States,  or  in  a  contiguous  foreign  country ;  and 

(C)  The  continued  combination  of  such  systems  under  the 
control  of  such  holding  company  is  not  so  large  (considering 
the  state  of  the  art  and  the  area  or  region  affected)  as  to 
impair  the  advantages  of  localized  management,  efficient 
operation,  or  the  effectiveness  of  regulation. 

The  Commission  may  permit  as  reasonably  incidental,  or  economi- 
cally necessary  or  appropriate  to  the  operations  of  one  or  more 
integrated  pui3lic-utility  systems  the  retention  of  an  interest  in 
any  business  (other  than  the  business  of  a  public-utility  company 
as  such)  which  the  Commission  shall  find  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors  or  con- 
sumers and  not  detrimental  to  the  proper  functioning  of  such 
system  or  systems. 

(2)  To  require  by  order,  after  notice  and  opportunity  for  hear- 
ing, that  each  registered  holding:  company,  and  each  subsidiary 
company  thereof,  shall  take  such  steps  as  the  Commission  shall 
find  necessary  to  ensure  that  the  cornorate  structure  or  continued 
existence  of  any  company  in  the  holding-company  system  does  not 
unduly  or  unnecessarily  complicate  the  structure,  or  unfairly  or 
inequitably  distribute  voting  power  among  security  holders,  of 
such  holding-company  system.  In  carrying  out  the  provisions  of 
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this  paragraph  the  Commission  shall  require  each  registered  hold- 
ing company  (and  any  company  in  the  same  holding-company 
system  with  such  holding  company)  to  take  such  action  as  the 
Commission  shall  find  necessary  in  order  that  such  holding  com- 
pany shall  cease  to  be  a  holding  company  with  respect  to  each  of 
its  subsidiary  companies  which  itself  has  a  subsidiary  company 
which  is  a  holding  company.  Except  for  the  purpose  of  fairly 
and  equitably  distributing  voting  power  among  the  security  hold- 
ers of  such  company,  nothing  in  this  paragraph  shall  authorize 
the  Commission  to  require  any  change  in  the  corporate  structure 
or  existence  of  any  company  which  is  not  a  holding  company,  or  of 
any  company  whose  principal  business  is  that  of  a  public-utility 
company. 

The  Commission  may  by  order  revoke  or  modify  any  order  previously 
made  under  this  subsection,  if,  after  notice  "^  and  opportunity  for 
hearing,  it  finds  that  the  conditions  upon  which  the  order  was  pred- 
icated do  not  exist.  Any  order  made  under  this  subsection  shall  be 
subject  to  judicial  review  as  provided  in  section  24. 

(c)  Any  order  under  subsection  (b)  shall  be  complied  with  within 
one  year  from  the  date  of  such  order;  but  the  Commission  shall, 
upon  a  showing  (made  before  or  after  the  entry  of  such  order)  that 
the  applicant  has  been  or  will  be  unable  in  the  exercise  of  due 
diligence  to  comply  with  such  order  within  such  time,  extend  such 
time  for  an  additional  period  not  exceeding  one  year  if  it  finds  such 
extension  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors  or  consumers. 

(d)  The  Commission  may  apply  to  a  court,  in  accordance  with 
the  provisions  of  subsection  (f)  of  section  18,  to  enforce  compliance 
with  any  order  issued  under  subsection  (b).  In  any  such  proceed- 
ing, the  court  as  'a  court  of  equity  may,  to  such  extent  as  it  deems 
necessary  for  purposes  of  enforcement  of  such  order,  take  exclusive 
jurisdiction  and  possession  of  the  company  or  companies  and  the 
assets  thereof,  wherever  located;  and  the  court  shall  have  jurisdic- 
tion, in  any  such  proceeding,  to  appoint  a  trustee,  and  the  court  may 
constitute  and  'appoint  the  Commission  as  sole  trustee,  to  hold  or 
administer  under  the  direction  of  the  court  the  assets  so  possessed. 
In  any  proceeding  for  the  enforcement  of  an  order  of  the  Commis- 
sion issued  under  subsection  (b),  the  trustee  with  the  approval  of  the 
court  shall  have  power  to  dispose  of  any  or  all  of  such  assets  and, 
subject  to  such  terms  and  conditions  as  the  court  may  prescribe,  may 
make  such  disposition  in  'accordance  with  a  fair  and  equitable  reor- 
ganization plan  which  shall  have  been  approved  by  the  Commission 
after  opportunity  for  hearing.  Such  reorganization  plan  may  be 
proposed  in  the  first  instance  by  the  Commission,  or,  subject  to  such 
rules  and  regulations  as  the  Commission  may  deem  necessary  or  ap- 
propriate in  the  public  interest  or  for  the  protection  of  investors,  by 
any  person  having  a  bona  fide  interest  (as  defined  by  the  rules  and 
regulations  of  the  Commission)  in  the  reorganization. 

(e)  In  accordance  with  such  rules  and  regulations  or  order  as  the 
Commission  may  deem  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors  or  consumers,  any  registered  holding 
company  or  any  subsidiary  company  of  a  registered  holding  company 
may,  at  any  time  after  January  1,  1936,  submit  a  plan  to  the  Com- 
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mission  for  the  divestment  of  control,  securities,  or  other  assets,  or 
for  other  action  by  such  company  or  any  subsidiary  company  thereof 
for  the  purpose  of  enabling  such  company  or  any  sul)sidiary  com- 
pany thereof  to  comply  with  the  provisions  of  subsection  (b).  If, 
after  notice  and  opportunity  for  hearing,  the  Connnise-ion  shall  find 
such  plan,  as  submitted  or  as  modified,  necessary  to  effectuate  tlie 
provisions  of  subsection  (b)  and  fair  and  equitable  to  the  persons 
affected  by  such  plan,  the  Conunission  shall  make  an  order  approxing 
sTich  plan;  and  the  Commission,  at  the  request  of  the  company,  may 
apply  to  a  couit,  in  accordance  with  the  provisions  of  subsection  (f) 
of  section  18,  to  enforce  and  carry  out  the  terms  and  provisions  of 
such  plan.  If,  upon  any  such  application,  the  court,  after  notice  and 
opportunity  for  hearing,  shall  approve  such  plan  as  fair  and  eciuitable 
and  as  appropnate  to  effectuate  the  provisions  of  section  11,  the  court 
as  a  court  of  equity  may,  to  such  extent  as  it  deems  necessary  for  the 
purpose  of  carrj'ing  oul  the  terms  and  pmvisions  of  such  plan,  take 
exclusive  jurisdiction  and  possession  of  the  company  or  companies  and 
the  assets  thereof,  wherever  located;  and  the  court  shall  have  juris- 
diction to  appoint  a  trustee,  and  the  court  may  constitute  and  appoint 
the  Commission  as  sole  trustee,  to  hold  or  administer,  \mder  the  direc- 
tion of  the  court  and  in  accordance  with  the  plan  theretofore  approved 
by  the  court  and  the  Commission,  the  assets  so  possessed. 

(f)   In  any  proceeding  in  a  court  of  the  United  States,  whether 
under  this  section  or  otherwise,  in  which  a  receiver  or  trustee  is  ap- 
pointed for  any  registered  holding  company,  or  any  subsidiary  com- 
pany thereof,  the  court  may  constitute  and  appoint  the  Commission 
as  sole  trustee  or  receiver,  subject  to  the  directions  and  orders  of  the 
court,  whether  or  not  a  trustee  or  receiver  shall  theretofore  have  been 
appointed,  and  in  any  such  proceeding  the  court  shall  not  appoint 
any  person  other  than  the  Commission  as  trustee  or  receiver  without 
notifying  the  Commission  and  giving  it  an  opportunity  to  be  heard 
before  making  any  such  appointment.  In  no  proceeding  under  this 
section  or  otherwise  shall  the  Commission  be  appointed  as  trustee  or 
receiver  without  its  express  consent.  In  any  such  proceeding  a  reor- 
ganization plan  for  a  registered  holding  company  or  any  subsidiary 
company  thereof  shall  not  become  effective  unless  such  plan  shall  have 
been  approved  by  the  Commission  after  opportunity  for  hearing  prior 
to  its  submission  to  the  court.  Notwithstanding  any  other  provision 
of  law,  any  such  reorganization  plan  may  be  proposed  in  the  first  in- 
stance by  the  Commission  or,  subject  to  such  rules  and  regulations 
as  the  Commission  may  deem  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors,  by  any  person  having  a 
bona  fide  interest  (as  defined  by  the  rules  and  regulations  of  the  Com- 
mission) in  the  reorganization.  The  Commission  may,  by  such  rules 
and  regrulations  or  order  as  it  may  deem  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors  or  consumers,  re- 
quire that  any  or  all  fees,  expenses,  and  remuneration,  to  whomsoever 
paid,  in  connection  with  any  reorganization,  dissolution,  liquidation, 
bankruptcy,  or  receivership  of  a  registered  holding  company  or  sub- 
sidiary company  thereof,  in  any  such  proceeding,  shall  be  subject  to 
approval  by  the  Commission. 

(s:)  It  shall  be  unlawful  for  any  person  to  solicit  or  permit  the  use 
of  his  or  its  name  to  solicit,  by  use  of  the  mails  or  any  means  or 
instrumentality  of  interestate  commerce,  or  otherwise,  any  proxy,  con- 
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sent,  authorization,  power  of  attorney,  deposit,  or  dissent  in  respect 
of  any  reorganization  plan  of  a  registered  holding  company  or  any 
subsidiary  company  thereof  under  this  section,  or  otherwise,  or  in 
respect  of  any  plan  under  this  section  for  the  divestment  of  control, 
securities,  or  other  assets,  or  for  the  dissolution  of  any  registered 
holding  company  or  any  subsidiary  company  thereof,  unless — 

(1)  the  plan  has  been  proposed  by  the  Commission,  or  the  plan 
and  such  information  regarding  it  and  its  sponsors  as  the  Com- 
mission may  deem  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors  or  consumers  has  been  submitted 
to  the  Commission  by  a  person  ha\ang  a  bona  fide  interest  (as 
defined  by  the  rules  and  regulations  of  the  Commission)  in  such 
reorganization ; 

(2)  each  such  solicitation  is  accompanied  or  preceded  by  a  copy 
of  a  report  on  the  plan  which  shall  be  made  by  the  Commission 
after  an  opportunity  for  a  hearing  on  the  plan  and  other  plans 
submitted  to  it,  or  by  an  abstract  of  such  report  made  or  approved 
by  the  Commission ;  and 

(3)  each  such  solicitation  is  made  not  in  contravention  of  such 
rules  and  regulations  or  orders  as  the  Commission  may  deem 
necessary  or  appropriate  in  the  public  interest  or  for  the  protec- 
tion of  investors  or  consumers. 

Nothing  in  this  subsection  or  the  rules  and  regulations  thereunder 
shall  prevent  any  person  from  appearing  before  the  Commission  or 
any  court  through  an  attorney  or  proxy. 

INTERCOMPANY    LOANS;    DIVIDENDS;    SECURITY    TRANSACTIONS;    SALE    OF 
UTILITY  ASSETS  ;  PROXIES  ;  OTHER  TRANSACTIONS 

Sec.  12.  (a)  It  shall  be  unlawful  for  any  registered  holding  com- 
pany, by  use  of  the  mails  or  any  means  or  instrumentality  of  inter- 
state commerce,  or  otherwise,  directly  or  indirectly,  to  borrow,  or  to 
receive  any  extension  of  credit  or  indemnity,  from  any  public- 
utility  company  in  the  same  holding-company  system  or  from  any 
subsidiary  company  of  such  holding  company,  but  it  shall  not  be 
unlawful  under  this  subsection  to  renew,  or  extend  the  time  of,  any 
loan,  credit,  or  indemnity  outstanding  on  the  date  of  the  enactment 
of  this  title. 

(b)  It  shall  be  unlawful  for  any  registered  holding  company  or 
subsidiary  company  thereof,  by  use  of  the  mails  or  any  means  or 
instrumentality  of  interstate  commerce,  or  otherwise,  directly  or 
indirectly,  to  lend  or  in  any  manner  extend  its  credit  to  or  indemnify 
any  company  in  the  same  holding-company  system  in  contravention 
of  such  rules  and  regulations  or  orders  as  the  Commission  deems 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers  or  to  prevent  the  circumvention  of  the 
provisions  of  this  title  or  the  rules,  regulations,  or  orders  thereunder. 

(c)  It  shall  be  unlawful  for  any  registered  holding  company  or 
any  subsidiary  company  thereof,  by  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce,  or  otherwise,  to  declare 
or  pay  any  dividend  on  any  security  of  such  company  or  to  acquire, 
retire,  or  redeem  any  security  of  such  company,  in  contravention  of 
such  rules  and  regulations  or  orders  as  the  Commission  deems  neces- 
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sary  or  appropriate  to  protect  the  financial  inte^ity  of  companies  in 
holding-company  systems,  to  safeofnard  the  workinof  capital  of  public- 
utility  companies,  to  prevent  the  payment  of  dividends  out  of  capital 
or  unearned  surplus,  or  to  prevent  the  circumvention  of  the  provi- 
sions of  this  title  or  the  rules,  re^ilations,  or  orders  thereunder. 

(d)  It  shall  be  unlawful  for  any  iT^fistered  lioldinor  company,  by 
use  of  the  mails  or  any  means  or  instnnnentality  of  intei^tate  com- 
merce, or  otherwise,  to  sell  any  security  which  it  owns  of  any  public- 
utility  company,  or  any  utility  assets,  in  contravention  of  such  rules 
and  regulations  or  orders  reofardin^  the  consideration  to  be  received 
for  such  sale,  maintenance  of  competitive  cx)nditions,  fees  and  com- 
missions, accounts,  disolasure  of  interest,  and  similar  matters  as  the 
Commission  deems  necessaiy  or  appropriate  in  the  public  interest  or 
for  the  protection  of  investoi*s  or  consume!^  or  to  prevent  the  circum- 
vention of  the  provisions  of  this  title  or  the  rules,  re<?ulations,  or 
orders  thereunder. 

(e)  It  shall  be  unlawful  for  any  person  to  solicit  or  to  permit  the 
use  of  his  or  its  name  to  solicit,  by  use  of  the  mails  or  any  means 
or  instrumentality  of  interetate  commerce,  or  otherwise,  any  proxy, 
power  of  attorney,  consent,  or  authorization  re^^ardin^  any  security 
of  a  registered  holding  company  or  a  subsidiaiy  company  thereof 
in  contravention  of  such  rules  and  regidations  or  ordei*s  as  the  Com- 
mission deems  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors  or  consumers  or  to  prevent  the  circumven- 
tion of  the  provisions  of  this  title  or  the  rules,  regidations,  or  orders 
thereunder. 

(f)  It  shall  be  unlawful  for  any  registered  holding  company  or 
subsidiary  company  thereof,  by  use  of  the  mails  or  any  means  or 
instrumentality  of  interstate  commerce,  or  otherwise,  to  negotiate, 
enter  into,  or  take  any  step  in  the  performance  of  any  transaction  not 
otherwise  unlawful  under  this  title,  with  any  company  in  the  same 
holding-company  system  or  with  any  affiliate  of  a  companv  in  such 
holding-company  system  in  contravention  of  such  rules  and  regula- 
tions or  orders  regarding  reports,  accounts,  costs,  maintenance  of 
competitive  conditions,  a  disclosure  of  interest,  duration  of  contracts, 
and  similar  matters  as  the  Commission  deems  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors  or  con- 
sumers or  to  prevent  the  circumvention  of  the  provisions  of  this  title 
or  the  rules  and  regulations  thereunder. 

(g)  It  shall  be  unlawful  for  any  affiliate  of  anv  public-utility 
company,  by  use  of  the  mails  or  anv  means  or  instrumentality  of 
interstate  commerce,  or  for  any  affiliate  of  any  public-utility  com- 
pany engaged  in  interstate  commerce,  or  of  any  registered  holding 
company  or  anv  subsidiary  company  thereof,  by  use  of  the  mails  or 
any  means  or  instnnnentality  of  interstate  commerce,  or  o'^herwise, 
to  negotiate,  enter  into,  or  take  any  step  in  the  performance  of  any 
transaction  not  otherwise  unlawful  under  this  ti^le,  with  any  such 
company  of  which  it  is  an  affiliate,  in  contravention  of  such  rules 
and  regulations  or  orders  regarding  reports,  accounts,  costs,  main- 
tenance of  competitive  conditions,  disclosure  of  interest,  duration  of 
contracts,  and  similar  matters  as  the  Commission  deems  necessary  or 
appropriate  to  prevent  the  circumvention  of  the  provisions  of  this  title. 

(h)  It  shall  be  unlawful  for  any  registered  holding  company,  or 
any  subsidiary  company  thereof,  by  use  of  the  mails  or  any  means 
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or  instrumentality  of  interstate  commerce,  or  otherwise,  directly  or 
indirectly — 

(1)  to  make  any  contribution  whatsoever  in  connection  with 
the  candidacy,  nomination,  election  or  appointment  of  any  person 
for  or  to  any  office  or  position  in  the  Government  of  the  United 
States,  a  State,  or  any  political  subdivision  of  a  State,  or  any 
agency,  authority,  or  instrumentality  of  any  one  or  more  of  the 
foregoing;  or 

(2)  to  make  any  contribution  to  or  in  support  of  any  political 
party  or  any  committee  or  agency  thereof. 

The  term  "contribution"  as  used  in  this  subsection  includes  any  gift, 
subscription,  loan,  advance,  or  deposit  of  money  or  anything  of  value, 
and  includes  any  contract,  agreement,  or  promise,  whether  or  not 
legally  enforceable,  to  make  a  contribution. 

(i)  It  shall  be  unlawful  for  any  person  employed  or  retained  by 
any  registered  holding  company,  or  any  subsidiary  company  thereof, 
to  present,  advocate,  or  oppose  any  matter  affecting  any  registered 
holding  company  or  any   subsidiary  company  thereof,  before  the 
Congress  or  any  Member  or  committee  thereof,  or  before  the  Com- 
mission or  Federal  Power  Commission,  oi'  any  member,  officer,  or 
employee  of  either  such  Commission,  unless  such  person  shall  file 
with  the  Commission  in  such  fonn  and  detail  and  at  such  time  as 
the  Commission  shall  by  rules  and  regulations  or  order  prescribe 
as  necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers,  a  statement  of  the  subject  matter  in  respect 
of  which  such  person  is  retained  or  employed,  the  nature  and  char- 
acter of  such  retainer  or  employment,  and  the  amount  of  compensa- 
tion received  or  to  be  received  by  such  person,  directly  or  indirectly, 
in  connection  therewith.  It  shall  be  the  duty  of  every  such  person 
so  employed  or  retained  to  file  with  the  Commission  within  ten  days 
after  the   close   of  each   calendar   month   during  such   retainer  or 
employment,  in  such  form  and  detail  as  the  Commission  shall  by 
rules  and  regulations  or  order  prescribe  as  necessary  or  appropriate 
in  the  public  interest  or  for  the  protection  of  investors  or  consumers, 
a  statement  of  the  expenses  incurred  and  the  compensation  received 
by  such  person  during  such  month  in  connection  with  such  retainer 
or  employment. 

SERVICE,   SALES,   AND   CONSTRUCTION   CONTRACTS 

Sec.  13.  (a)  After  April  1,  1936,  it  shall  be  unlawful  for  any 
registered  holding  company,  by  use  of  the  mails  or  any  means  or 
instrumentality  of  interstate  commerce,  or  otherwise,  to  enter  into 
or  take  any  step  in  the  performance  of  any  service,  sales,  or  construc- 
tion contract  by  which  such  company  undertakes  to  perform  services 
or  construction  work  for,  or  sell  goods  to,  any  associate  company 
thereof  which  is  a  public-utility  or  mutual  service  company.  This  pro- 
vision shall  not  apply  to  such  transactions,  involving  special  or  un- 
usual circumstances  or  not  in  the  ordinary  course  of  business,  as  the 
Commission  by  rules  and  regulations  or  order  may  conditionally  or 
unconditionally  exempt  as  being  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  or  consumers. 

(b)  After  April  1,  1936,  it  shall  be  unlawful  for  any  subsidiary 
company  of  any  registered  holding  company  or  for  any  mutual  serv- 


162 

ice  company,  by  use  of  the  mails  or  any  means  or  instrumentality 
of  interstate  commerce,  or  otherwise,  to  enter  into  or  take  any  step 
in  the  performance  of  any  service,  sales,  or  construction  contract  by 
which  such  company  undertakes  to  perform  services  or  construction 
work  for,  or  sell  goods  to,  any  associate  company  thereof  except  in 
accordance  w^ith  such  terms  and  conditions  and  subject  to  such  limita- 
tions and  prohibitions  as  the  Commission  by  rules  and  regulations 
or  order  shall  prescribe  as  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  or  consumers  and  to  insure 
that  such  contracts  are  performed  economically  and  efficiently  for 
the  benefit  of  such  associate  companies  at  cost,  fairly  and  equitably 
allocated  among  such  companies.  This  provision  shall  not  apply  to 
such  transactions  as  the  Commission  by  rules  and  regulations  or 
order  may  conditionally  or  unconditionally  exempt  as  being  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors  or  consumers,  if  such  transactions  (1)  are  with  any  asso- 
ciate company  which  does  not  derive,  directly  or  indirectly,  any 
material  part  of  its  income  from  sources  within  the  United  States 
and  which  is  not  a  public-utility  company  operating  within  the 
United  States,  or  (2)  involve  special  or  unusual  circumstances  or 
are  not  in  the  ordinary  course  of  business. 

(c)  The  rules  and  regulations  and  orders  of  the  Commission  under 
this  section  may  prescribe,  among  other  things,  such  terms  and  con- 
ditions regarding  the  determination  of  costs  and  the  allocation  thereof 
among  specified  classes  of  companies  and  for  specified  classes  of  serv- 
ice, sales,  and  construction  contracts,  the  duration  of  such  contracts, 
the  making  and  keeping  of  accounts  and  cost-accounting  procedures, 
the  filing  of  annual  and  other  periodic  and  special  reports,  the  mainte- 
nance of  competitive  conditions,  the  disclosure  of  interests,  and  similar 
matters,  as  the  Commission  deems  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  or  consumers. 

(d)  The  rules  and  regulations  and  orders  of  the  Commission  under 
this  section  shall  prescribe,  among  other  things,  such  terms  and  con- 
ditions regarding  the  manner  in  w^hich  application  may  be  made  for 
approval  as  a  mutual  service  company  and  the  granting  and  continu- 
ance of  such  approval,  the  nature  and  enforcement  of  agreements  for 
the  sharing  of  expenses  and  distributing  of  revenues  among  member 
companies,  and  matters  relating  to  such  agreements,  the  nature  and 
types  of  businesses  and  transactions  in  which  mutual  service  com- 
panies may  engage,  and  the  manner  of  engaging  therein,  and  the 
relations  and  transactions  with  member  companies  and  affiliates,  as 
the  Commission  deems  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors  or  consumers.  The  Commission 
shall  not  approve,  or  continue  the  approval  of,  any  company  as  a 
mutual  service  company  unless  the  Commission  finds  such  company 
is  so  organized  as  to  ownership,  costs,  revenues,  and  the  sharing 
thereof  as  reasonably  to  insure  the  efficient  and  economical  perform- 
ance of  service,  sales,  or  construction  contracts  bv  such  company  for 
member  companies,  at  cost  fairly  and  equitably  allocated  among  such 
member  companies,  at  a  reasonable  saving  to  member  companies  over 
the  cost  to  such  companies  of  comparable  contracts  performed  by  in- 
dependent persons.  The  Commission,  upon  its  own  motion  or  at  the 
request  of  a  member  company  or  a  State  commission,  may,  after  notice 
and  opportunity  for  hearing,  by  order  require  a  reallocation  or  re- 
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apportionment  of  costs  among  member  companies  of  a  mutual  service 
company  if  it  finds  the  existing  allocation  inequitable  and  may  require 
the  elimination  of  a  service  or  services  to  a  member  company  which 
does  not  bear  its  fair  proportion  of  costs  or  which,  by  reason  of  its  size 
or  other  circumstances,  does  not  require  such  service  or  services.  The 
Commission,  after  notice  and  opportunity  for  hearing,  by  order  shall 
revoke,  suspend,  or  modify  the  approval  given  any  mutual  service 
company  if  it  finds  that  such  company  has  persistently  violated  any 
provision  of  this  section  or  any  rule,  regulation,  or  order  thereunder. 

(e)  It  shall  be  unlawful  for  any  affiliate  of  any  public-utility  com- 
pany engaged  in  interstate  commerce,  or  of  any  registered  holding 
company  or  subsidiary  company  thereof,  by  use  of  the  mails  or  any 
means  or  instrumentality  of  interstate  commerce,  or  otherwise,  to 
enter  into  or  take  any  step  in  the  performance  of  any  service,  sales, 
or  construction  contract,  by  which  such  affiliate  undertakes  to  per- 
form services  or  construction  work  for,  or  sell  goods  to,  any  such 
company  of  which  it  is  an  affiliate,  in  contravention  of  such  rules 
and  regulations  or  orders  regarding  reports,  accounts,  costs,  main- 
tenance of  competitive  conditions,  disclosure  of  interest,  duration  of 
contracts,  and  similar  matters,  as  the  Commission  deems  necessary 
or  appropriate  to  prevent  the  circumvention  of  the  provisions  of 
this  title  or  the  rules,  regulations,  or  orders  thereimder. 

(f)  It  shall  be  unlawful  for  any  person  whose  principal  business 
is  the  performance  of  service,  sales,  or  construction  contracts  for 
public-utility  or  holding  companies,  by  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce,  to  enter  into  or  take  any 
step  in  the  performance  of  any  service,  sales,  or  construction  contract 
with  any  public-utility  company,  or  for  any  such  person,  by  use  of 
the  mails  or  any  means  or  instrumentality  of  interstate  commerce, 
or  otherwise,  to  enter  into  or  take  any  step  in  the  performance  of 
any  service,  sales,  or  construction  contract  with  any  public-utility 
company  engaged  in  interstate  commerce,  or  with  any  registered 
holding  company  or  any  subsidiary  company  of  a  registered  holding 
company,  in  contravention  of  such  rules  and  regulations  or  orders 
regarding  reports,  accounts,  costs,  maintenance  of  competitive  con- 
ditions, disclosure  of  interest,  duration  of  contracts,  and  similar 
matters  as  the  Commission  deems  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  or  consumers  or  to 
prevent  the  circumvention  of  the  provisions  of  this  title  or  the  rules, 
regulations,  or  orders  thereunder. 

(g)  The  Commission,  in  order  to  obtain  information  to  serve  as 
a  basis  for  recommending  further  legislation,  shall  from  time  to 
time  conduct  investigations  regarding  the  making,  performance,  and 
costs  of  service,  sales,  and  construction  contracts  with  holding  com- 
panies and  subsidiary  companies  thereof  and  with  public-utility  com- 
panies, the  economies  resulting  therefrom,  and  the  desirability 
thereof.  The  Commission  shall  report  to  Congress,  from  time  to 
time,  the  results  of  such  investigations,  together  with  such  recom- 
mendations for  legislation  as  it  deems  advisable.  On  the  basis  of 
such  investigations  the  Commission  shall  classify  the  different  types 
of  such  contracts  and  the  work  done  thereunder,  and  shall  make 
recommendations  from  time  to  time  regarding  the  standards  and 
scope  of  such  contracts  in  relation  to  public-utility  companies  of  dif 
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ferent  kinds  and  sizes  and  the  costs  incurred  thereunder  and  econo- 
mies resulting  therefrom.  Such  recommendations  shall  be  made 
available  to  State  commissions,  public-utility  companies,  and  to  the 
public  in  such  form  and  at  such  reasonable  charge  as  the  Commis- 
sion may  prescribe. 

PERIODIC    AND    OTHER    REPORTS 

Sec.  14.  Every  registered  holding  company  and  every  mutual  service 
company  shall  file  with  the  Commission  such  annual,  quarterly,  and 
other  periodic  and  special  reports,  the  answei*s  to  such  specific  questions 
and  the  minutes  of  such  directors',  stockholders',  and  other  meetings, 
as  the  Commission  may  by  rules  and  regulations  or  order  prescribe 
as  necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers.  Such  reports,  if  required  by  the  rules  and 
regulations  of  the  Commission,  shall  be  certified  by  an  independent 
public  accountant,  and  shall  be  made  and  filed  at  such  time  and  in 
such  form  and  detail  as  the  Commission  shall  prescrilx^.  The  Commis- 
sion may  require  that  there  l)e  included  in  reports  filed  with  it  such 
information  and  documents  as  it  finds  necessary  or  appropriate  to  keep 
reasonably  current  the  information  filed  under  section  5  or  13,  and 
such  further  information  concerning  the  financial  condition,  security 
structure,  security  holdings,  assets,  and  cost  thereof,  wherever  deter- 
minable, and  affiliations  of  the  reporting  company  and  the  associate 
companies,  member  companies,  and  affiliates  thereof  as  the  Commis- 
sion deems  necessaiy  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors  or  consumers. 

ACCOUNTS    AND    RECORDS 

Sec.  15.  (a)  Every  registered  holding  company  and  every  sub- 
sidary  company  thereof  shall  make,  keep,  and  preserve  for  such 
periods,  such  accounts,  cost-accounting  procedures,  correspondence, 
memoranda,  papers,  books,  and  other  records  as  the  Commission  deems 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers  or  for  the  enforcement  of  the  provisions  of 
this  title  or  the  rules,  regulations,  or  orders  thereunder. 

(b)  Every  affiliate  of  a  registered  holding  company  or  of  any 
subsidiary  company  thereof,  or  of  any  public-utility  company  engaged 
in  interstate  commerce  or  not  so  engaged,  shall  make,  keep,  and  pre- 
serve for  such  periods,  such  accounts,  cost-accounting  procedures,  cor- 
respondence, memoranda,  papsrs,  books,  and  other  records  relating 
to  any  transaction  of  such  affiliate  which  is  subject  to  any  provision  of 
this  title  or  any  rule,  regulation,  or  order  thereunder,  as  the  Commis- 
sion deems  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors  or  consumers  or  for  the  enforcement  of  the  pro- 
visions of  this  title  or  the  rules,  regulations,  or  orders  thereunder. 

(c)  Every  mutual  service  company,  and  every  affiliate  of  a  mutual 
service  company  as  to  any  transaction  of  such  affiliate  which  is  subject 
to  any  provision  of  this  title  or  any  rule,  regulation,  or  order  there- 
under, shall  make,  keep,  and  preserve  for  such  periods,  such  accounts, 
cost-accounting  procedures,  correspondence,  memoranda,  papers, 
books,  and  other  records,  as  the  Commission  deems  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors  or  con- 
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sumers  or  for  the  enforcement  of  the  provisions  of  this  title  or  the 
rules,  regulations,  or  orders  thereunder. 

(d)  Every  person  whose  principal  business  is  the  performance  of 
service,  sales,  or  construction  contracts  for  public-utility  or  holding 
companies  shall  make,  keep,  and  preserve  for  such  periods,  such 
accounts,  cost- accounting  procedures,  correspondence,  memoranda, 
papers,  books,  and  other  records,  relating  to  any  transaction  by  such 
person  which  is  subject  to  any  provision  of  this  title  or  any  rule, 
regulation,  or  order  thereunder,  as  the  Commission  deems  necessary 
or  appropriate  in  the  public  interest  or  for  the  protection  of  in- 
vestors or  consumers  or  for  the  enforcement  of  the  provisions  of  this 
title  or  the  rules  and  regulations  thereunder. 

(e)  After  the  Commission  has  prescribed  the  form  and  manner  of 
making  and  keeping  accounts,  cost-accounting  procedures,  corre- 
spondence, memoranda,  papers,  books,  and  other  records  to  be  kept 
by  any  person  hereunder,  it  shall  be  unlawful  for  any  such  person 
to  keep  any  accounts,  cost-accounting  procedures,  correspondence, 
memoranda,  papers,  books,  or  other  records  other  than  those  pre- 
scribed or  such  as  may  be  approved  by  the  Commission,  or  to  keep 
his  or  its  accounts,  cost-accounting  procedures,  correspondence,  mem- 
oranda, papers,  books,  or  other  records  in  any  manner  other  than 
that  prescribed  or  approved  by  the  Commission. 

(f)  All  accounts,  cost-accounting  procedures,  correspondence, 
memoranda,  papers,  books,  and  other  records  kept  or  required  to 
be  kept  by  persons  subject  to  any  provision  of  this  section  shall 
be  subject  at  any  time  and  from  time  to  time  to  such  reasonable 
periodic,  special,  and  other  examinations  by  the  Commission,  or  any 
member  or  representative  thereof,  as  the  Commission  may  prescribe. 
The  Commission,  after  notice  and  opportunity  for  hearing,  may  pre- 
scribe the  account  or  accounts  in  which  pai*ticular  outlays,  receipts, 
and  other  transactions  shall  be  entered,  charged,  or  credited  and  the 
manner  in  which  such  entry,  charge,  or  credit  shall  be  made,  and  may 
require  an  entry  to  be  modified  or  supplemented  so  as  properly  to 
show  the  cost  of  any  asset  or  any  other  cost. 

(g)  It  shall  be  the  duty  of  every  registered  holding  company  and 
of  every  subsidiary  company  thereof  and  of  every  affiliate  of  a  com- 
pany insofar  as  such  affiliate  is  subject  to  any  provision  of  this  title 
or  any  rule,  regulation,  or  order  thereunder,  to  submit  the  accounts, 
cost- accounting  procedures,  correspondence,  memoranda,  papers, 
books,  and  other  records  of  such  holding  company,  subsidiary  com- 
pany, or  affiliate,  as  the  case  may  be,  to  such  examinations,  in  person 
or  by  duly  appointed  attorney,  by  the  holder  of  any  security  of  such 
holding  company,  subsidiary  company,  or  affiliate,  as  the  case  may  be, 
as  the  Commission  deems  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  or  consumers. 

(h)  It  shall  be  the  duty  of  every  mutual  service  company,  and  of 
every  affiliate  of  a  mutual  service  company,  and  of  every  person 
whose  principal  business  is  the  performance  of  service,  sales,  or 
construction  contracts  for  public-utility  or  holding  companies,  inso- 
far as  such  affiliate  or  such  person  is  subject  to  any  provision  of  this 
title  or  any  rule,  regulation,  or  order  thereunder,  to  submit  the 
accounts,  cost-accounting  procedures,  correspondence,  memoranda, 
papers,  books,  and  other  records  of  such  mutual  service  company, 
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affiliate,  or  person  to  such  examinations,  in  person  or  by  duly  appointed 
attorney,  by  member  companies  of  such  mutual  service  company  and 
by  public-utility  or  holding  companies  for  which  such  person  performs 
service,  sales,  or  construction  contracts  as  the  Commission  deems 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers. 

(i)  The  Commission,  by  such  rules  and  regulations  as  it  deems 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers  may  prescribe  for  persons  subject  to  the 
provisions  of  subsection  (a),  (b),  (c),  or  (d)  of  this  section  uniform 
methods  for  keeping  accounts  required  under  any  provision  of  this 
section,  including,  among  other  things,  the  manner  in  which  the  cost 
of  all  assets,  whenever  determinable,  shall  be  shown,  the  methods 
of  classifying  and  segregating  accounts,  and  the  manner  in  which 
cost-accounting  procedures  shall  be  maintained. 

LIABILITY   FOR   MISLEADING   STATEMENT 

Sec.  16.  (a)  Any  person  who  shall  make  or  cause  to  be  made  any 
statement  in  any  application,  report,  registration  statement,  or  docu- 
ment filed  pursuant  to  any  provision  of  this  title,  or  any  rule,  regu- 
lation, or  order  thereunder,  which  statement  was  at  the  time  and  in 
the  light  of  the  circumstances  under  which  it  was  made  false  or 
misleading  with  respect  to  any  material  fact  shall  be  liable  in  the 
same  manner,  to  the  same  extent,  and  subject  to  the  same  limitations 
as  provided  in  section  18  of  the  Securities  Exchange  Act  of  1934 
with  respect  to  an  application,  report,  or  document  filed  pursuant 
to  the  Securities  Exchange  Act  of  1934. 

(b)  The  rights  and  remedies  provided  by  this  title,  except  as  pro- 
vided in  section  17(b),  shall  be  in  addition  to  any  and  all  other 
rights  and  remedies  that  may  exist  under  the  Securities  Act  of  1933, 
as  amended,  or  the  Securities  Exchange  Act  of  1934,  or  otherwise 
at  law  or  in  equity;  but  no  person  permitted  to  maintain  a  suit  for 
damages  under  the  provisions  of  this  title  shall  recover,  through 
satisfaction  of  judgment  in  one  or  more  actions,  a  total  amount  in 
excess  of  his  actual  damages  on  account  of  the  act  complained  of. 

OFFICERS,  DIRECTORS,  AND  OTHER  AFFILIATES 

Sec.  17.  (a)  Every  person  who  is  an  officer  or  director  of  a  regis- 
tered holding  company  shall  file  with  the  Commission  in  such  form 
as  the  Commission  shall  prescribe  (1)  at  the  time  of  the  registra- 
tion of  such  holding  company,  or  within  ten  davs  after  such  person 
becomes  an  officer  or  director,  a  statement  of  the  securities  of  such 
registered  holding  company  or  any  subsidiary  company  thereof  of 
which  he  is,  directly  or  indirectly,  the  beneficial  owner,  and  (2) 
within  ten  days  after  the  close  of  each  calendar  month  thereafter, 
if  there  has  been  any  change  in  such  ownership  during  such  month, 
a  statement  of  such  ownership  as  of  the  close  of  such  calendar 
month  and  of  the  changes  in  such  ownership  that  have  occurred 
during  such  calendar  month. 

(b)  For  the  purpose  of  preventing  the  unfair  use  of  information 
which  may  have  been  obtained  by  any  such  officer  or  director  by 
reason  of  his  relationship  to  such  registered  holding  company  or  any 
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subsidiary  company  thereof,  any  profit  realized  by  any  such  officer 
or  director  from  any  purchase  and  sale,  or  any  sale  and  purchase,  of 
any  security  of  such  registered  holdinor  company  or  any  subsidiary 
company  thereof  within  any  period  of  less  than  six  months,  unless 
such  security  was  acquired  in  good  faith  in  connection  with  a  debt 
previously  contracted,  shall  inure  to  and  be  recoverable  by  the  hold- 
ing company  or  subsidiary  company  in  respect  of  the  security  of 
which  such  profit  was  realized,  irrespective  of  any  intention  on  the 
part  of  such  officer  or  director  in  entering  into  such  transaction  to 
liold  the  security  purchased  or  not  to  repurchase  the  security  sold 
for  a  period  of  more  than  six  months.  Suit  to  recover  such  profit 
may  be  instituted  at  law  or  in  equity  in  any  court  of  competent  juris- 
diction by  the  company  entitled  thereto  or  by  the  owner  of  any 
security  of  such  company  in  the  name  and  in  the  behalf  of  such 
company  if  such  company  shall  fail  or  refuse  to  bring  such  suit 
within  sixty  days  after  request  or  shall  fail  diligently  to  prosecute 
the  same  thereafter;  but  no  such  suit  shall  be  brought  more  than  two 
years  after  the  date  such  profit  was  realized.  This  subsection  shall 
not  cover  any  transaction  where  such  person  was  not  an  officer  or 
director  at  the  times  of  the  purchase  and  sale,  or  the  sale  and  pur- 
chase, of  the  security  involved,  or  any  transaction  or  transactions 
which  the  Commission  by  rules  and  reiridations  may.  as  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection  of  investors 
or  consumei's,  exempt  as  not  comprehended  within  the  purpose  of  this 
subsection.  Nothing  in  this  subsection  shall  be  construed  to  give  a 
remedy  in  the  case  of  any  transaction  in  respect  of  which  a  remedy 
is  given  under  subsection  (b)  of  section  16  of  the  Securities  Exchange 
Act  of  1934. 

(c)  After  one  year  from  the  date  of  the  enactment  of  this  title, 
no  registered  holding:  company  or  any  subsidiary  company  thereof 
shall  have,  as  an  officer  or  director  thereof,  any  executive  officer, 
director,  partner,  appointee,  or  representative  of  any  bank,  trust 
company,  investment  banker,  or  banking  association  or  firm,  or  any 
executive  officer,  director,  partner,  appointee,  or  representative  of 
any  corporation  a  majority  of  whose  stock,  having  the  unrestricted 
right  to  vote  for  the  election  of  directors,  is  owned  by  any  bank, 
trust  company,  investment  banker,  or  banking  association  or  firm, 
except  in  such  cases  as  rules  and  regulations  prescribed  by  the  Com- 
mission may  permit  as  not  adversely  affecting  the  public  interest 
or  the  interest  of  investors  or  consumers. 

rNTESTIGATIOXS ;    IXJTTXCTIOXS,   ENFORCEMENT   OF    TITLE,    AND 
PROSECUTION    OF    OFFENSES 

Sec.  18.  (a)  The  Commission,  in  its  discretion,  may  investigate  any 
facts,  conditions,  practices,  or  matters  which  it  may  deem  necessary 
or  appropriate  to  determine  whether  any  person  has  violated  or  is 
about  to  violate  any  provision  of  this  title  or  any  rule  or  regulation 
thereunder,  or  to  aid  in  the  enforcement  of  the  provisions  of  this 
title,  in  the  prescribing  of  rules  and  regulations  thereunder,  or  in 
obtaining  information  to  ser\^  as  a  basis  for  recommending  further 
legislation  concerning  tlie  matters  to  which  this  title  relates.  The 
Commission  may  require  or  permit  any  person  to  file  with  it  a  state- 
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ment  in  writing,  under  oath  or  otherwise  as  it  shall  determine,  as  to 
any  or  all  facts  and  circumstances  concerning  a  matter  whicli  may 
be  the  subject  of  investigation.  The  Commission,  in  its  discretion, 
may  publish,  or  make  available  to  State  commissions,  information 
concerning  any  such  subject. 

(b)  The  Commission  upon  its  own  motion  or  at  the  request  of  a 
State  commission  may  investigate,  or  obtain  any  information  regard- 
ing the  business,  financial  condition,  or  practices  of  any  registered 
holding  company  or  subsidiary  company  thereof  or  factsj  conditions, 
practices,  or  matters  aifecting  the  relations  between  any  such  com- 
pany and  any  otlier  company  or  companies  in  the  same  holding- 
company  system. 

(c)  For  the  purpose  of  any  investigation  or  any  other  proceeding 
under  this  title,  any  member  of  the  Commission,  or  any  officer  thereof 
designated  by  it,  is  empowered  to  administer  oaths  and  affirmations, 
subpena  witnesses,  compel  tlieir  attendance,  take  evidence,  and  require 
the  production  of  any  books,  papers,  correspondence,  memoranda, 
contracts,  agreements,  or  other  records  which  the  Conunission  deems 
relevant  or  material  to  the  inquiry.  Such  attendance  of  witnesses  and 
the  production  of  any  such  records  may  be  required  from  any  place 
in  any  State  or  in  any  Territory  or  other  place  subject  to  the  juris- 
diction of  the  United  States  at  any  designated  place  of  hearing. 

(d)  In  case  of  contumacy  by,  or  refusal  to  obey  a  subpena  issued 
to,  any  person,  tlie  Commission  may  invoke  the  aid  of  any  court 
of  the  United  States  within  the  jurisdiction  of  which  such  investiga- 
tion or  proceeding  is  carried  on,  or  where  such  person  resides  or 
carries  on  business,  in  requiring  the  attendance  and  testimony  of 
witnesses  and  the  production  of  books,  papers,  correspondence, 
memoranda,  contracts,  agreements,  and  other  records.  And  such 
court  may  issue  an  order  requiring  such  person  to  appear  before 
the  Commission  or  member  or  officer  designated  by  the  Commission, 
there  to  produce  records,  if  so  ordered,  or  to  give  testimony  touching 
the  matter  under  investigation  or  in  question;  and  any  failure  to 
obey  such  order  of  the  court  may  be  punished  by  such  court  as  a 
contempt  thereof.  All  process  in  any  such  case  may  be  served  in  the 
judicial  district  whereof  such  person  is  an  inhabitant  or  wherever 
he  may  be  found.  Any  person  who,  without  just  cause,  shall  fail 
or  refuse  to  attend  and  testify  or  to  answer  any  lawful  inquiry  or 
to  produce  books,  papers,  correspondence,  memoranda,  contracts, 
agreements,  or  other  records,  if  in  his  or  its  power  so  to  do,  in 
obedience  to  the  subpena  of  the  Commission,  shall  be  guilty  of  a 
misdemeanor  and,  upon  conviction,  shall  be  subject  to  a  fine  of  not 
more  than  $1,000  or  to  imprisonment  for  a  term  of  not  more  than 
one  year,  or  both. 

(f)  ^Vlienever  it  shall  appear  to  the  Commission  that  any  person 
is  engaged  or  about  to  engage  in  any  acts  or  practices  which  constitute 
or  will  constitute  a  violation  of  the  provisions  of  this  title,  or  of  any 
rule,  regulation,  or  order  thereunder,  it  may  in  its  discretion  bring  an 
action  in  the  proper  district  court  of  the  United  States,  the  United 
States  District  Court  for  the  District  of  Columbia,  or  the  United 
States  courts  of  any  Territory  or  other  place  subject  to  the  jurisdiction 
of  the  United  States,  to  enjoin  such  acts  or  practices  and  to  enforce 
compliance  with  this  title  or  any  rule,  regulation,  or  order  thereunder, 
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and  upon  a  proper  showing  a  permanent  or  temporary  injunction  or 
degree  or  restraming  order  shall  be  granted  Avithout  bond.  The  Com- 
mission may  transmit  such  evidence  as  may  be  available  concerning 
such  acts  or  practices  to  the  Attorney  General,  who,  in  his  discretion, 
may  institute  the  appropriate  criminal  proceedings  under  this  title. 

(g)  Upon  application  of  the  Commission,  the  district  courts  of  the 
United  States,  the  United  States  District  Court  for  the  District  of 
Columbia,  and  the  United  States  courts  of  any  Territory  or  other  place 
subject  to  the  jurisdiction  of  the  United  States  shall  have  jurisdiction 
to  issue  writs  of  mandamus  commanding  any  person  to  comply  with 
the  provisions  of  this  title  or  any  rule,  regulation,  or  order  of  the  Com- 
mission thereunder. 

HEARING   BY    COMMISSION 

Sec.  19.  Hearings  may  be  public  and  may  be  held  before  the  Com- 
mission, any  member  or  members  thereof,  or  any  officer  or  officers  of 
the  Commission  designated  by  it,  and  appropriate  records  thereof 
shall  be  kept.  In  any  proceeding  before  the  Commission,  the  Commis- 
sion, in  accordance  with  such  rules  and  regulations  as  it  may  prescribe, 
shall  admit  as  a  party  any  interested  State,  State  conunission.  State 
securities  commission,  municipality,  or  other  political  subdivision  of 
a  State,  and  may  admit  as  a  party  any  representative  of  interested 
consumers  or  security  holders,  or  any  other  person  whose  participation 
in  the  proceedings  may  be  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers. 

RULES,  REGULATIONS,  AND  ORDERS 

Sec.  20.  (a)  The  Commission  shall  have  authority  from  time  to 
time  to  make,  issue,  amend,  and  rescind  such  rules  and  regulations  and 
such  orders  as  it  may  deem  necessary  or  appropriate  to  carry  out  the 
provisions  of  this  title,  including  rules  and  regulations  defining  ac- 
counting, technical,  and  trade  terms  used  in  this  title.  Among  other 
things,  the  Commission  shall  have  authority,  for  the  purposes  of  this 
title,  to  prescribe  the  form  or  forms  in  which  information  required 
in  any  statement,  declaration,  application,  report,  or  other  document 
filed  with  the  Commission  shall  be  set  forth,  the  items  or  details  to 
be  shown  in  balance  sheets,  profit  and  loss  statements,  and  surplus 
accounts,  the  manner  in  which  the  cost  of  all  assets,  whenever  deter- 
minable, shall  be  shown  in  regard  to  such  statements,  declarations, 
applications,  reports,  and  other  documents  filed  with  the  Commission, 
or  accounts  required  to  be  kept  by  the  rules,  regulations,  or  orders  of 
the  Commission,  and  the  methods  to  be  followed  in  the  keeping  of 
accounts  and  cost-accounting  procedures  and  the  preparation  of  re- 
ports, in  the  segregation  and  allocation  of  costs,  in  the  determina- 
tion of  liabilities,  in  the  determination  of  depreciation  and  depletion, 
in  the  differentiation  of  recurring  and  nonrecurring  income,  in  the 
differentiation  of  investment  and  operating  income,  and  in  the  keep- 
ing or  preparation,  where  the  Commission  deems  it  necessary  or  ap- 
propriate, of  separate  or  consolidated  balance  sheets  or  profit  and 
loss  statements  for  any  companies  in  the  same  holding-company 
system. 

(b)  In  the  case  of  the  accounts  of  any  company  whose  methods  of 
accounting  are  prescribed  under  the  provisions  of  any  law  of  the 
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United  States  or  of  any  State,  the  rules  and  regulations  or  orders  of 
the  Commission  in  respect  of  accounts  shall  not  be  inconsistent  with 
the  requirements  imposed  by  such  law  or  any  rule  or  re<j:ulation  there- 
under; nor  shall  anything  in  this  title  relieve  any  public-utility  com- 
pany from  the  duty  to  keep  the  accounts,  books,  records,  or  memo- 
randa which  may  be  required  to  be  kept  by  the  law^  of  any  State  in 
which  it  operates  or  by  the  State  commission  of  any  such  State.  But 
this  provision  shall  not  prevent  the  Commission  from  imposing  such 
additional  requirements  regarding  reports  or  accounts  as  it  may  deem 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors  or  consumers. 

(c)  The  rules  and  regulations  of  the  Commission  shall  be  effective 
upon  publication  in  the  manner  which  the  Commission  shall  pre- 
scribe. For  the  purpose  of  its  rules,  regulations,  or  orders  the  Com- 
mission may  classify  persons  and  matters  within  its  jurisdiction  and 
prescribe  different  requirements  for  different  classes  of  persons  or 
matters.  Orders  of  the  Commission  under  this  title  shall  be  issued  only 
after  opportunity  for  hearing. 

(d)  The  Commission,  by  such  rules  and  regulations  or  order  as  it 
deems  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors  or  consumers,  may  authorize  the  filing  of  any 
information  or  documents  required  to  be  filed  with  the  Commission 
under  this  title,  or  under  the  Securities  Act  of  1033,  as  amended,  or 
under  the  Securities  Exchange  Act  of  1934,  by  incorporating  by  ref- 
erence any  information  or  documents  theretofore  or  concurrently  filed  . 
with  the  Commission  under  this  title  or  either  of  such  Acts.  No  provi- 
sion of  this  title  imposing  any  liability  shall  apply  to  any  act  done  or 
omitted  in  good  faith  in  conformity  with  any  rule,  regulation,  or  or- 
der of  the  Commission,  notwithstanding  that  such  rule,  regulation,  or 
order  may,  after  such  act  or  omission,  be  amended  or  rescinded  or  be 
determined  by  judicial  or  other  authority  to  be  invalid  for  any  reason. 

EFFECT  ON  EXISTING  LAW 

Sec.  21.  Nothing  in  this  title  shall  affect  (1)  the  jurisdiction  of 
the  Commission  under  the  Securities  Act  of  1933,  as  amended,  or  the 
Securities  Exchange  Act  of  1934  over  any  person,  security,  or  con- 
tract, or  (2)  the  rights,  obligations,  duties,  or  liabilities  of  any 
person  under  such  Acts;  nor  shall  anything  in  this  title  affect  the 
jurisdiction  of  any  other  commission,  board,  agency,  or  officer  of  the 
United  States  or  of  any  State  or  political  subdivision  of  any  State, 
over  any  person,  security,  or  contract,  insofar  as  such  jurisdiction 
does  not  conflict  with  any  provision  of  this  title  or  any  rule,  regula- 
tion, or  order  thereunder. 

INFORMATION  FILED  WITH  THE  COMMISSION 

Sec.  22.  (a)  When  in  the  judgment  of  the  Commission  the  dis- 
closure of  such  information  would  be  in  the  public  interest  or  the 
interest  of  investors  or  consumers,  the  information  contained  in  any 
statement,  application,  declaration,  report,  or  other  document  filed 
with  the  Commission  shall  be  available  to  the  public,  and  copies 
thereof  may  be  furnished  to  any  person  at  such  reasonable  charge 
and   under   such   reasonable   limitations    as   the    Commission   may 


171 

Drescribe:  Provided^  however^  That  nothing  in  this  title  shall  be 
ionstrued  to  require,  or  to  authorize  the  Commission  to  require,  the 
revealing  of  trade  secrets  or  processes  in  any  application,  declaration, 
report,  or  document  filed  with  the  Commission  under  this  title. 

(b)  Any  person  filing  such  application,  declaration,  report,  or 
iocument  may  make  written  objection  to  the  public  disclosure  of 
information  contained  therein,  stating  the  grounds  for  such  objection, 
and  the  Commission  is  authorized  to  hear  objections  in  any  such  case 
where  it  finds  it  advisable. 

(c)  It  shall  be  imlawful  for  any  member,  officer,  or  employee  of 
the  Commission  to  disclose  to  any  person  other  than  a  member, 
officer,  or  employee  of  the  Commission,  or  to  use  for  personal  benefit, 
any  information  contained  in  any  application,  declaration,  report, 
or  document  filed  with  the  Commission  which  is  not  made  available 
to  the  public  pursuant  to  this  section. 

ANNUAL  REPORTS  OF  COMMISSION 

i  Sec.  23.  The  Commission  shall  submit  annually  a  report  to  the 
Congress  covering  the  work  of  the  Commission  for  the  preceding 
year  and  including  such  information,  data,  and  recommendations  for 
further  legislation  in  connection  with  the  matters  covered  by  this 
title  as  it  may  find  advisable. 

COURT   REVIEW   OF   ORDERS 

Sec.  24.  (a)  Any  person  or  party  aggrieved  by  an  order  issued  by 
the  Commission  under  this  title  may  obtain  a  review  of  such  order 
in  the  court  of  appeals  of  the  United  States  within  any  circuit 
wherein  such  person   resides  or  has  his  principal  place  of  busi- 
ness, or  in  the  United  States  Court  of  Appeals  for  the  District  of 
Columbia,  by  filing  in  such  court,  within  sixty  days  after  the  entry 
of  such  order,  a  written  petition  praying  that  the  order  of  the  Com- 
mission be  modified  or  set  aside  in  whole  or  in  part.  A  copy  of  such 
petition  shall  be  forthwith  transmitted  by  the  clerk  of  the  court  to 
jany  member  of  the  Commission,  or  any  officer  thereof  designated  by 
the  Commission  for  that  purpose,  and  thereupon  the  Commission  shall 
■  file  in  the  court  the  record  upon  which  the  order  complained  of  was 
entered,  as  provided  in  section  2112  of  title  28,  United  States  Code. 
I  Upon  the  filing  of  such  petition  such  court  shall  have  jurisdiction, 
j  which  upon  the  filing  of  the  record  shall  be  exclusive,  to  affirm,  modify, 
or  set  aside  such  order,  in  whole  or  in  part.  No  objection  to' the  order 
of  the  Commission  shall  be  considered  by  the  court  unless  such  objec- 
;  tion  shall  have  been  urged  before  the  Commission  or  unless  there  were 
I  reasonable  grounds  for  failure  so  to  do.  The  findings  of  the  Commis- 
jsions  as  to  the  facts,  if  supported  by  substantial  evidence,  shall  be 
conclusive.  If  application  is  made  to  the  court  for  leave  to  adduce 
additional  evidence,  and  it  is  shown  to  the  satisfaction  of  the  court  that 
such  additional  evidence  is  material  and  that  there  were  reasonable 
grounds  for  failure  to  adduce  such  evidence  in  the  proceeding  before 
the  Commission,  the  court  may  order  such  additional  evidence  to  be 
taken  before  the  Commission  and  to  be  adduced  upon  the  hearing  in 
such  manner  and  upon  such  terms  and  conditions  as  to  the  court  may 
seem  proper.  The  Commission  may  modify  its  findings  as  to  the  facts 
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by  reason  of  the  additional  evidence  so  taken,  and  it  shall  file  with 
the  court  such  modified  or  new  findin^rs,  which,  if  supported  by  sub- 
stantial evidence,  shall  be  conclusive,  and  its  recommendation,  if  any, 
for  the  modification  or  setting  aside  of  the  original  order.  The  judg- 
ment and  decree  of  the  court  affirming,  modifying,  or  setting  aside, 
in  whole  or  in  part,  any  such  order  of  the  Commission  shall  be  final, 
subject  to  review  by  the  Supreme  Court  of  the  United  States  upon 
certiorari  or  certification  as  ])rovided  in  sections  '2o9  and  'AM)  of  the 
Judicial  Code,  as  amended  (U.S.C.,  title  28,  sees.  346  and  347). 

(b)  The  commencement  of  proceedings  under  subsection  (a)  shall 
not,  unless  specifically  ordered  by  the  court,  operate  as  a  stay  of  the 
Commission's  order. 

JURISDICTION    OF   OFFENSES   AND   SUITS 

Sec.  25.  The  District  Courts  of  the  United  States,  the  United  States 
District  Court  for  the  District  of  Columbia,  and  the  United  States 
courts  of  any  Territory  or  other  place  subject  to  the  jurisdiction  of  the 
United  States  shall  have  jurisdiction  of  violations  of  this  title  or  the 
rules,  regulations,  or  orders  thereunder,  and,  concurrently  with  State 
and  Territorial  courts,  of  all  suits  in  equity  and  actions  at  law  brought 
to  enforce  any  liability  or  duty  created  by,  or  to  enjoin  any  violation 
of,  this  title  or  the  rules,  regulations,  or  orders  thereunder.  Any 
criminal  proceeding  may  be  brought  in  the  district  wherein  any  act 
or  transaction  constituting  the  violation  occurred.  Any  suit  or  action 
to  enforce  any  liability  or  duty  created  by,  or  to  enjoin  any  violation 
of,  this  title  or  rules,  regulations,  or  orders  thereunder,  may  be  brought 
in  any  such  district  or  in  the  district  wherein  the  defendant  is  an 
inhabitant  or  transacts  business,  and  process  in  such  cases  may  be 
served  in  any  district  of  which  the  defendant  is  an  inhabitant  or  trans- 
acts business  or  wherever  the  defendant  may  be  found.  Judgments  and 
decrees  so  rendered  shall  be  subject  to  review  as  provided  in  sections 
128  and  240  of  the  Judicial  Code,  as  amended  (U.S.C,  title  28,  sees. 
225  and  347),  and  section  7,  as  amended,  of  the  Act  entitled  "An  Act 
to  establish  a  court  of  appeals  for  the  District  of  Columbia",  approved 
February  9,  1893  (D.C.  Code,  title  18,  sec.  26).  No  costs  shall  be 
assessed  for  or  against  the  Commission  in  any  proceeding  under  this 
title  brought  by  or  against  the  Commission  in  any  court. 


VALIDITY  OF   CONTRACTS 


Sec.  26.  (a)  Any  condition,  stipulation,  or  provision  binding  any 
person  to  waive  compliance  with  any  provision  of  this  title  or  with 
any  rule,  regulation,  or  order  thereunder  shall  be  void. 

(b)  Every  contract  made  in  violation  of  any  provision  of  this 
title  or  of  any  rule,  regulation,  or  order  thereunder,  and  every  con- 
tract heretofore  or  hereafter  made,  the  performance  of  which  involves 
the  violation  of,  or  the  continuance  of  any  relationship  or  practice 
in  violation  of,  any  provision  of  this  title,  or  any  rule,  regulation, 
or  order  thereunder,  shall  be  void  (1)  as  regards  the  rights  of  any 
person  who,  in  violation  of  any  such  provision,  rule,  regulation,  or 
order,  shall  have  made  or  engaged  in  the  performance  of  any  such 
contract,  and  (2)  as  regards  the  rights  of  any  person  who,  not  being 
a  party  to  such  contract,  shall  have  acquired  any  right  thereunder  with 
actual  knowledge  of  the  facts  by  reason  of  which  the  making  or  per- 
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f  ormance  of  such  contract  was  in  violation  of  any  such  provision,  rule, 
regulation,  or  order. 

(c)  Nothing  in  this  title  shall  be  construed  (1)  to  affect  the  validity 
of  any  loan  or  extension  of  credit  (or  any  extension  or  renewal  thereof) 
made  or  of  any  lien  created  prior  or  subsequent  to  the  enactment  of 
this  title,  unless  at  the  time  of  the  making  of  such  loan  or  extension 
of  credit  (or  extension  or  renewal  thereof)  or  the  creating  of  such  lien, 
the  person  making  such  loan  or  extension  of  credit  (or  extension  or 
renewal  thereof)  or  acquiring  such  lien  shall  have  actual 
knowledge  of  facts  by  reason  of  which  the  making  of  such 
loan  or  extension  of  credit  (or  extension  or  renewal  thereof) 
or  the  acquisition  of  such  lien  as  a  violation  of  the  provisions  of  this 
title  or  any  rule  or  regulation  thereunder,  or  (2)  to  afford  a  defense 
to  the  collection  of  any  debt  or  obligation  or  the  enforcement  of  any 
lien  by  any  person  who  shall  have  acquired  such  debt,  obligation,  or 
lien  in  good  faith  for  value  and  without  actual  knowledge  of  the 
violation  of  any  provision  of  this  title  or  any  rule  or  regulation  there- 
under affecting  the  legality  of  such  debt,  obligation,  or  lien. 

LIABILITY  or  CONTROLLING  PERSONS  ;  PREVENTING  COMPLIANCE  WITH 

TITLE 

Sec.  27.  (a)  It  shall  be  unlawful  for  any  person,  directly  or  in- 
directly, to  cause  to  be  done  any  act  or  thing  through  or  by  means  of 
any  other  person  which  it  would  be  unlawful  for  such  person  to  do 
under  the  provisions  of  this  title  or  any  rule,  regulation,  or  order 
thereunder. 

(b)  It  shall  be  unlawful  for  any  person  without  just  cause  to  hinder, 
delay,  or  obstruct  tlic  making,  filing,  or  keeping  of  any  information, 
document,  report,  record,  or  account  required  to  be  made,  filed,  or 
kept  under  any  provision  of  this  title  or  any  rule,  regulation,  or  order 
thereunder. 

UNLAWFUL  REPRESENTATIONS 

Sec.  28.  It  shall  be  unlawful  for  any  person  in  issuing,  selling,  or 
offering  for  sale  any  security  of  a  registered  holding  company  or  sub- 
sidiary company  thereof,  to  represent  or  imply  in  any  manner  whatso- 
ever that  such  security  has  been  guaranteed,  sponsored,  or 
recommended  for  investment  by  the  United  States  or  any  agency  or 
officer  thereof. 

PENALTIES 

Sec.  29.  Any  person  who  willfully  violaites  any  provision  of  this 
title  or  any  rule,  regulation,  or  order  thereunder  (other  than  an 
order  of  the  Commission  under  subsection  (b),  (d),  (e),  or  (f)  of 
section  11),  or  any  person  who  willfully  makes  any  statement  or 
entry  in  an  application,  report,  document,  account,  or  record 
filed  or  kept  or  required  to  be  filed  or  kept  under  the  provisions 
of  this  title  or  any  rule,  regulation,  or  order  thereunder,  knowing 
such  statement  or  entry  to  be  false  or  misleading  in  any  material 
respect,  or  any  person  who  willfully  destroys  (except  after  su<^h 
time  as  may  be  prescribed  under  any  rules  or  regulations  under 
this  title),  mutilates,  alters,  or  by  any  means,  or  device   falsifies 
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any  account,  correspondence,  memorandum,  book,  paper,  or  other 
record  kept  or  required  to  be  kept  under  the  provisions  of  this  title 
or  any  rule,  regulation,  or  order  thereunder,  shall  upon  conviction 
be  fined  not  more  than  $10,000  or  imprisoned  not  more  than  five 
years,  or  both,  except  that  in  the  case  of  a  violation  of  a  provision  of 
subsection  (a)  or  (b)  of  section  4  by  a  holding  company  which  is 
not  an  individual,  the  fine  imposed  upon  such  holding  company  shall 
be  a  fine  not  exceeding  $200,000;  but  no  person  shall  be  convicted 
under  this  section  for  the  violation  of  any  rule,  regulation,  or  order  if 
he  proves  that  he  had  no  knowledge  of  such  rule,  regulation,  or  order. 

STUDY   OF   PUBLIC-UTILITY   AND   INVESTMENT   COMPANIES 

Sec.  30.  The  Commission  is  authorized  and  directed  to  make  studies 
and  investigations  of  public-utility  companies,  the  territories  served 
or  which  can  be  served  by  public-utility  companies,  and  the  manner 
in  which  the  same  are  or  can  be  served,  to  determine  the  sizes,  types, 
and  locations  of  public-utility  companies  which  do  or  can  operate 
most  economically  and  efficiently  in  the  public  interest,  in  the  interest 
of  investors  and  consumei-s,  and  in  fui*therance  of  a  wider  and  more 
economical  use  of  gas  and  electric  energy;  upon  the  basis  of  such 
investigations  and  studies  the  Commission  shall  make  public  from 
time  to  time  its  recommendations  as  to  the  type  and  size  of  geograph- 
ically and  economically  integrated  public-utility  systems  which,  hav- 
ing regard  for  the  nature  and  character  of  the  locality  served,  can 
best  promote  and  harmonize  the  interests  of  the  public,  the  investor, 
and  the  consumer.  The  Commission  is  authorized  and  directed  to 
make  a  study  of  the  functions  and  activities  of  investment  trusts  and 
investment  companies,  the  corporate  structures,  and  investment  poli- 
cies of  such  trusts  and  companies,  the  influence  exerted  by  such  trusts 
and  companies  upon  companies  in  which  they  are  interested,  and  the 
influence  exerted  by  interests  affiliated  with  the  management  of  such 
trusts  and  companies  upon  their  investment  policies,  and  to  report 
the  results  of  its  study  and  its  recommendations  to  the  Congress  on 
or  before  January  4, 1937. 

EMPLOYEES    OF    THE    COMMISSION 

Sec.  31.  For  the  purposes  of  this  title,  the  Commission  may  select, 
employ,  and  fix  the  compensation  of  such  attorneys,  examiners,  and 
other  experts  as  shall  be  necessary  for  the  transaction  of  the  business 
of  the  Commission  in  respect  of  this  title  without  regard  to  the  pro- 
visions of  other  laws  applicable  to  the  employment  and  compensation 
of  officers  or  employees  of  the  United  States;  and  the  Commission 
may,  subject  to  the  civil-service  laws,  appoint  such  other  officers  and 
employees  as  are  necessary  in  the  execution  of  the  functions  of  the 
Commission  and  fix  their  salaries  in  accordance  with  the  Classifica- 
tion Act  of  1923,  as  amended.  *• 

I 

SEPARABILITY    OF    PROVISIONS 

Sec.  32.  If  any  provision  of  this  title  or  the  application  of  such 
provision  to  any  person  or  circumstances  shall  be  held  invalid,  the 
remainder  of  the  title  and  the  application  of  such  provision  to  persons 
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31-  circumstances  other  than  those  as  to  which  it  is  held  invalid  shall 
lot  be  affected  thereby. 

SHORT    TITLE 

Sec.  33.  This  title  may  be  cited  as  the  "Public  Utility  Holding 
Company  Act  of  1935". 

TITLE  II— AlVIENDMENTS  TO  FEDERAL  WATER 
POWER  ACT 

[Title  II  of  the  Public  Utility  Act  of  1935  amended  the  Federal 
Water  Power  Act,  and  added  a  new  Part  II  to  that  Act  regulating 
electric  utility  companies  engaged  in  the  interstate  transmission  of 
electric  energ}\  Section  318  of  that  Act,  relating  to  the  applicability  of 
that  Act  and  the  Public  Utility  Holding  Company  Act  of  1935  to 
the  same  person,  is  set  forth  below.] 

Sec.  318.  If,  with  respect  to  the  issue,  sale,  or  guaranty  of  a  security, 
or  assumption  of  obligation  or  liability  in  respect  of  a  security,  the 
method  of  keeping  accounts,  the  filing  of  reports,  or  the  acquisition 
or  disposition  of  any  security,  capital  assets,  facilities,  or  any  other 
subject  matter,  any  person  is  subject  both  to  a  requirement  of  the 
Public  L^tility  Holding  Company  Act  of  1935  or  of  a  rule,  regulation, 
or  order  thereunder  and  to  a  requirement  of  this  Act  or  of  a  rule, 
regulation,  or  order  thereunder,  the  requirement  of  the  Public  Utility 
Holding  Company  Act  of  1935  shall  apply  to  such  person,  and  such 
person  shall  not  be  subject  to  the  requirement  of  this  Act,  or  of  any 
rule,  regulation,  or  order  thereunder,  with  respect  to  the  same  subject 
matter,  imless  the  Securities  and  Exchange  Commission  has  exempted 
such  person  from  such  requirement  of  the  Public  Utility  Holding 
Company  Act  of  1935,  in  which  case  the  requirements  of  this  Act 
shall  apply  to  such  person. 
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An  Act  to  provide  for  the  regulation  of  the  sale  of  certain  securities  in  interstate 
and  foreign  commerce  and  through  the  mails,  and  the  regulation  of  the  trust 
indentures  under  which  the  same  are  issued,  and  for  other  purposes. 

Be  it  ermcted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled^  That  the  Act  entitled 
"An  Act  to  provide  full  and  fair  disclosure  of  the  character  of  securi- 
ties sold  in  interstate  and  foreign  commerce  and  through  the  mails,  and 
to  prevent  frauds  in  the  sale  thereof,  and  for  other  purposes",  approved 
May  27, 1933,  as  amended,  is  amended  by  adding  at  the  end  thereof  the 
following : 

TITLE  III 

SHORT  TITLE 

Sec.  301.  This  title,  divided  into  sections  as  follows,  may  be  cited  as 
the  ''Trust  Indenture  Act  of  1939" : 

TABLE  OF  CONTENTS 

TITLE  III 
Sec.  301.  Short  title. 
Sec.  302.  Necessity  for  regulation. 
Sec.  303.  Definitions. 

Sec.  304.  Exempted  securities  and  transactions. 
Sec.  305.  Securities  required  to  be  registered  under  Securities  Act. 
Sec.  306.  Securities  not  registered  under  Securities  Act. 
Sec.  307.  Qualification    of   indentures   covering   securities    not   required   to   be 

registered. 
Sec.  308.  Integration  of  procedure  with  Securities  Act  and  other  Acts. 
Sec.  309.  When  qualification  becomes  effective  ;  effect  of  qualification. 
Sec.  310.  Eligibility  and  disqualification  of  trustee. 

( a )  Persons  eligible  for  appointment  as  trustee. 

( b )  Disqualification  of  trustee. 

(c)  Applicability  of  section. 

Sec.  311.  Preferential  collection  of  claims  against  obligor. 

Sec.  312.  Bondholders'  lists. 

Sec.  313.  Reports  by  indenture  trustee. 

Sec.  314.  Reports  by  obligor ;  evidence  of  compliance  with  indenture  provisions. 

(a)  Periodic  reports, 

( b )  Evidence  of  recording  of  indenture. 

(c)  Evidence  of  compliance  with  conditions  precedent. 

( d )  Certificates  of  fair  value. 

(e)  Recitals  as  to  basis  of  certificate  or  opinion. 

(f )  Parties  may  provide  for  additional  evidence. 
Sec.  315.  Duties  and  responsibility  of  the  trustee. 

( a )  Duties  prior  to  default. 

(b)  Notice  of  defaults. 

(c)  Duties  of  the  trustee  in  case  of  default. 

(d)  Responsibility  of  the  trustee. 

(e)  Undertaking  for  costs. 

Sec.  316.  Directions  and  waivers  by  bondholders;  prohibition  of  impairment 
of  holder's  right  to  payment. 
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Sec.  317.  Special  powers  of  trustee;  duties  of  paying  agents. 

Sec.  318.  Effect  of  prescribed  indenture  provisions. 

Sec.  319.  Rules,  regulations,  and  orders. 

Sec.  320.  Hearings  by  Commission. 

Sec.  321.  Special  powers  of  the  Commission. 

Sec.  322.  Court  review  of  orders  ;  jurisdiction  of  offenses  and  suits. 

Sec.  323.  Liability  for  misleading  statements. 

Sec.  324.  Unlawful  representations. 

Sec.  325.  Penalties. 

Sec.  326.  Effect  on  existing  law. 

Sec.  327.  Contrary  stipulations  void. 

Sec.  328.  Separability  of  provisions. 

NECESSITY  FOR  REGULATION 

Sec.  302.  (a)  Upon  the  basi.s  of  facts  disclosed  by  the  reports  of  the 
Securities  and  Exchan<!:e  Commission  made  to  the  Con^jress  pursuant 
to  section  211  of  the  Securities  Exchange  Act  of  1934  and  otherwise 
disclosed  and  ascertained,  it  is  hereby  declared  that  the  national  public 
interest  and  the  interest  of  investors  in  notes,  bonds,  debentures,  evi- 
dences of  indebtedness,  and  certificates  of  interest  or  participation 
therein,  which  are  offered  to  the  public,  are  adversely  affected — 

(1)  when  the  obligor  fails  to  j)rovide  a  trustee  to  protect  and 
enforce  the  rights  and  to  represent  the  interests  of  sucli  investors, 
notwithstanding  the  fact  tliat  (A)  individual  action  by  such 
investors  for  the  purpose  of  protectin^i^  and  enforcing  their  rights 
is  rendered  impracticable  by  reason  of  the  disproportionate  ex- 
pense of  taking  such  action,  and  (B)  concerted  action  by  such 
investors  in  their  common  interest  through  representatives  of 
their  own  selection  is  impeded  by  reason  of  the  wide  dispersion 
of  such  investors  througli  many  States,  and  by  reason  of  the  fact 
that  information  as  to  the  names  and  addresses  of  such  investors 
generally  is  not  available  to  such  investors; 

(2)  when  the  trustee  does  not  have  adequate  rights  and  powers, 
or  adequate  duties  and  responsibilities,  in  connection  with  mat- 
ters relating  to  the  protection  and  enforcement  of  the  rights  of 
such  investors ;  when,  notwithstanding  the  obstacles  to  concerted 
action  by  such  investors,  and  the  general  and  reasonable  assump- 
tion by  such  investors  that  the  trustee  is  under  an  affirmative 
duty  to  take  action  for  the  protection  and  enforcement  of  their 
rights,  trust  indentures  (A)  generally  provide  that  the  trustee 
shall  be  under  no  duty  to  take  any  such  action,  even  in  the  event 
of  default,  unless  it  receives  notice  of  default,  demand  for  action, 
and  indemnity,  from  the  holders  of  substantial  percentages  of 
the  securities  outstanding  thereunder,  and  (B)  generally  relieve 
the  trustee  from  liability  even  for  its  own  negligent  action  or 
failure  to  act: 

(3)  when  the  trustee  does  not  have  resources  commensurate 
with  its  responsibilities,  or  has  any  relationship  to  or  connection 
with  the  obligor  or  any  underwriter  of  any  securities  of  the 
obligor,  or  holds,  beneficially  or  otherwise,  any  interest  in  the 
obligor  or  any  such  underwriter,  which  relationship,  connection, 
or  interest  involves  a  material  conflict  with  the  interests  of  such 
investors ; 

(4)  when  the  obligor  is  not  obligated  to  furnish  to  the  trustee 
under  the  indenture  and  to  such  investors  adequate  current  infor- 
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mation  as  to  its  financial  condition,  and  as  to  the  performance 
of  its  obligations  with  respect  to  the  securities  outstanding  under 
such  indenture ;  or  when  the  communication  of  such  information 
to  such  investors  is  impeded  by  the  fact  that  information  as  to 
the  names  and  addresses  of  such  investors  generally  is  not  avail- 
able to  the  trustee  and  to  such  investors ; 

(5)  when  the  indenture  contains  provisions  which  are  mislead- 
ing or  deceptive,  or  when  full  and  fair  disclosure  is  not  made  to 
prospective  investors  of  the  effect  of  important  indenture  pro- 
visions ;  or 

(6)  when,  by  reason  of  the  fact  that  trust  indentures  are  com- 
monly prepared  by  the  obligor  or  underwriter  in  advance  of  the 
public  offering  of  the  securities  to  be  issued  thereunder,  such  in- 
vestors are  unable  to  participate  in  the  preparation  thereof,  and, 
by  reason  of  their  lack  of  understanding  of  the  situation,  such  in- 
vestors would  in  any  event  be  unable  to  procure  the  correction  of 
the  defects  enimierated  in  this  subsection. 

(b)  Practices  of  the  character  above  enumerated  have  existed  to 
such  an  extent  that,  unless  regulated,  the  public  offering  of  notes, 
bonds,  debentures,  evidences  of  indebtedness,  and  certificates  of  in- 
terest or  participation  therein,  by  the  use  of  means  that  instruments 
of  transportation  and  communication  in  interstate  commerce  and  of 
the  mails,  is  injurious  to  the  capital  markets,  to  investors,  and  to  the 
general  public ;  and  it  is  hereby  declared  to  be  the  policy  of  this  title, 
in  accordance  with  which  policy  all  the  provisions  of  this  title  shall  be 
interpreted,  to  meet  the  problems  and  eliminate  the  practices,  enumer- 
ated in  this  section,  connected  with  such  public  offerings. 

DEFINniONS 

Sec.  303.  When  used  in  this  title,  unless  the  context  otherwise 
requires — 

(1)  Any  term  defined  in  section  2  of  the  Securities  Act  of  1933, 
and  not  otherwise  defined  in  this  section,  shall  have  the  meaning  as- 
signed to  such  term  in  such  section  2. 

(2)  The  terms  "sale",  "sell",  "offer  to  sell",  "offer  for  sale",  aad 
"offer"  shall  include  all  transactions  included  in  such  terms  as  provided 
in  paragraph  (3)  of  section  2  of  the  Securities  Act  of  1933,  except  that 
an  offer  or  sale  of  a  certificate  of  interest  or  participation  shall  be 
deemed  an  offer  or  sale  of  the  security  or  securities  in  which  such 
certificate  evidences  an  interest  or  participation  if  and  only  if  such 
certificate  gives  the  holder  thereof  the  right  to  convert  the  same  into 
such  security  or  securities. 

(3)  The  term  "prospectus"  shall  have  the  meaning  assigned  to  such 
term  in  paragraph  (10)  of  section  2  of  the  Securities  Act  of  1933, 
except  that  in  the  case  of  securities  which  are  not  registered  under  the 
Securities  Act  of  1933,  such  term  shall  not  include  any  communication 

(A)  if  it  is  proved  that  prior  to  or  at  the  same  time  with  such  com- 
munication a  written  statement  if  any  required  by  section  306  was 
sent  or  given  to  the  persons  to  whom  the  communication  was  made,  or 

(B)  if  such  communication  states  from  whom  such  statement  may  be 
obtained  (if  such  statement  is  required  by  rules  or  regulations  under 
paragraphs  (1)  nv  (2)  of  subsection  (b)  of  section  306)  and,  in  addi- 
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tion,  does  no  more  than  identify  the  security,  state  the  price  thereof, 
state  by  whom  orders  will  be  executed  and  contain  such  other  informa- 
tion as  the  Commission,  by  rules  or  re^ilations  deemed  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection  of  investor, 
and  subject  to  such  terms  and  conditions  as  may  be  prescribed  therein, 
may  pei-mit. 

(4)  The  tenn  "underwriter"  means  any  pereon  who  has  purchased 
from  an  issuer  with  a  view  to,  or  offei-s  or  sells  for  an  issuer  in  con- 
nection with,  the  distribution  of  any  security,  or  participaites  or  has 
a  direct  or  indirect  participation  in  any  such  undertaking^,  or  partici- 
pates or  has  a  participation  in  the  direct  or  indirect  underwriting  of 
any  such  undei-taking;  but  such  term  shall  not  include  a  person  whose 
interest  is  limited  to  a  commission  from  an  underwriter  or  dealer  not 
in  excess  of  the  usual  and  customary  distributors'  or  sellers'  commis- 
sion. 

(5)  The  term  "director''  means  any  director  of  a  corporation,  or 
any  individual  performing  similar  functions  with  respect  to  any  orga- 
nization w^hether  incorporated  or  uninc()riK)rated. 

(6)  The  tenn  "executive  officer"  means  the  prCvsident,  every  vice 
president,  every-  trust  officer,  the  cashier,  the  secretary,  and  the  treas- 
urer of  a  corporation,  and  any  individual  customarily  performing 
similar  functions  with  respect  to  any  organization  whether  incorpo- 
rated or  unincorporated,  but  shall  not  include  the  chairman  of  the 
board  of  directors. 

(7)  The  teiTu  "indenture"  means  any  mortgage,  deed  of  trust,  trust 
or  other  indenture,  or  similar  instrument  or  agreement  (including  any 
supplement  or  amendment  to  any  of  the  foregoing),  under  which 
securities  are  outstanding  or  are  to  be  issued,  whether  or  not  any  prop- 
erty, real  or  personal,  is,  or  is  to  be,  pledged,  mortgaged,  assigned,  or 
conveyed  thereunder. 

(8)  The  term  "application"  or  "application  for  qualification"  means 
the  application  provided  for  in  section  307,  and  includes  any  amend- 
ment thereto  and  any  report,  document,  or  memorandum  accompany- 
ing such  application  or  incorporated  therein  by  reference. 

(9)  The  term  "indenture  to  be  qualified"  means  (A)  the  indenture 
under  which  there  has  been  or  is  to  be  issued  a  security  in  respect  of 
which  a  particular  registration  statement  has  been  filed,  or  (B)  the 
indenture  in  respect  of  which  a  particular  application  has  been  filed. 

(10)  The  term  "indenture  trustee"  means  each  trustee  under  the 
indenture  to  be  qualified,  and  each  successor  trustee. 

(11)  The  term  "indenture  security"  means  any  security  issued  or 
issuable  under  the  indenture  to  be  qualified. 

(12)  The  term  "obligor",  when  used  with  respect  to  any  such  inden- 
ture security,  means  every  person  who  is  liable  thereon,  and,  if  such 
security  is  a  certificate  of  interest  or  participation,  such  term  means 
also  every  person  who  is  liable  upon  the  security  or  securities  in  which 
such  certificate  evidences  an  interest  or  participation ;  but  such  term 
shall  not  include  the  trustee  under  an  indenture  under  which  certifi- 
cates of  interest  or  participation,  equipment  trust  certificates,  or  like 
securities  are  outstanding. 

(13)  The  term  "paying  agent",  when  used  with  respect  to  any  such 
indenture  security,  means  any  person  authorized  by  an  obligor  thereon 
(A)  to  pay  the  principal  of  or  interest  on  such  security  on  behalf  of 
such  obligor,  or  (B)  if  such  security  is  a  certificate  of  interest  or  par- 
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ticipation,  equipment  trust  certificate,  or  like  security,  to  make  such 
payment  on  behalf  of  the  trustee. 

(14)  The  term  "State"  means  any  State  of  the  United  States. 

(15)  The  term  "Commission"  means  the  Securities  and  Exchange 
Commission. 

(16)  The  term  "voting  security"  means  any  security  presently 
entitling  the  owner  or  holder  thereof  to  vote  in  the  direction  or  man- 
agement of  the  affairs  of  a  person,  or  any  security  issued  under  or 
pursuant  to  any  trust,  agreement,  or  arrangement  whereby  a  trustee 
or  trustees  or  agent  or  agents  for  the  owner  or  holder  of  such  security 
are  presently  entitled  to  vote  in  the  direction  or  management  of  the 
affairs  of  a  person ;  and  a  specified  percentage  of  the  voting  securities 
of  a  person  means  such  amount  of  the  outstanding  voting  securities 
of  such  person  as  entitles  the  holder  or  holders  thereof  to  cast  such 
specified  percentage  of  the  aggregate  votes  which  the  holders  of  all 
the  outstanding  voting  securities  of  such  person  are  entitled  to  cast  in 
the  direction  or  management  of  the  affairs  of  such  person. 

(17)  The  terms  "Securities  Act  of  1933",  "Securities  Exchange  Act 
of  1934",  and  "Public  Utility  Holding  Company  Act  of  1935"  shall  be 
deemed  to  refer,  respectively,  to  such  Acts,  as  amended,  whether 
amended  prior  to  or  after  the  enactment  of  this  title. 

(18)  The  term  "Bankruptcy  Act"  means  the  Act  entitled  "An  Act 
to  establish  a  uniform  system  of  bankruptcy  throughout  the  United 
States",  approved  July  1,  1898,  as  amended,  whether  amended  prior 
to  or  after  the  enactment  of  this  title. 

EXEMPTED   SECURITIES   AND   TRANSACTIONS 

Sec.  304.  (a)  The  provisions  of  this  title  shall  not  apply  to  any  of 
the  following  securities : 

(1)  any  security  other  than  (A)  a  note,  bond,  debenture, 
or  evidence  of  indebtedness,  whether  or  not  secured,  or  (B)  a 
certificate  of  interest  or  participation  in  any  such  note,  bond, 
debenture,  or  evidence  of  indebtedness,  or  (C)  a  temporary  cer- 
tificate for,  or  guarantee  of,  any  such  note,  bond,  debenture,  evi- 
dence of  indebtedness,  or  certificate ; 

(2)  any  certificate  of  interest  or  participation  in  two  or  more 
securities  having  substantially  different  rights  and  privileges,  or 
a  temporary  certificate  for  any  such  certificate ; 

(3)  any  security  which,  prior  to  or  within  six  months  after  the 
enactment  of  this  title,  has  been  sold  or  disposed  of  by  the  issuer 
or  bona  fide  offered  to  the  public,  but  this  exemption  shall  not 
apply  to  any  new  offering  of  any  such  security  by  an  issuer  sub- 
sequent to  such  six  months ; 

(4)  (A)  any  security  exempted  from  the  provisions  of  the  Se- 
curities Act  of  1933,  as  heretofore  amended,  by  paragraph  (2), 
(3),  (4),  (5),  (6),  (7),  (8),  or  (11)  of  subsection  3(a)  thereof; 

(B)  any  security  exempted  from  the  provisions  of  the  Securi- 
ties Act  oJF  1933,  as  amended,  by  paragraph  (2)  of  subsection  3(a) 
thereof,  as  amended  by  section  401  of  the  Employment  Security 
Amendments  of  1970. 

(6)  any  security  issued  under  a  mortgage  indenture  as  to  which 
a  contract  of  insurance  under  the  National  Housing  Act  is  in  ef- 
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feet;  and  any  such  security  shall  be  deemed  to  be  exempt  from 
the  provisions  of  the  Securities  Act  of  1933  to  the  same  extent  as 
though  such  security  were  specifically  enumerated  in  section  3(a) 
(2)  of  such  Act; 

(6)  any  not^^,  bond,  debenture,  or  evidence  of  indebtedness 
issued  or  guaranteed  by  a  foreign  government  or  by  a  subdivision, 
department,  municipality,  agency,  or  instnimentality  thereof; 

(7)  any  guarantee  of  any  security  which  is  exempted  by  this 
subsection ; 

(8)  any  security  wliich  has  been  or  is  to  be  issued  otherwise 
than  under  an  indenture,  but  this  exemption  shall  not  be  applied 
within  a  period  of  twelve  consecutive  months  to  more  than  $250,- 
000  aggregate  principal  amount  of  any  securities  of  the  same 
issuer ; 

(9)  any  security  which  has  been  or  is  to  be  issued  under  an  in- 
denture which  limits  the  aggregate  principal  amount  of  securi- 
ties at  any  time  outstanding  thereunder  to  $1,000,000  or  less,  but 
this  exemption  shall  not  be  applied  within  a  period  of  thirty-six 
consecutive  months  to  more  than  $1,000,000  aggregate  principal 
amount  of  securities  of  the  same  issuer;  or 

(10)  any  security  issued  under  a  mortgage  or  tnist  deed  inden- 
ture as  to  which  a  contract  of  insurance  under  title  XI  of  the  Na- 
tional Housing  Act  is  in  effect :  and  any  such  security  shall  be 
deemed  to  be  exempt  from  the  pix)visions  of  the  Securities  Act  of 
1933  to  the  same  extent  as  though  such  security  were  specifically 
enumerated  in  section  3(a)  (2).  as  amended,  of  the  Securities  Act 
of  1933  (15r.S.C.77c(a)(2)). 

In  computing  the  aggregate  principal  amount  of  securities  to  which 
the  exemptions  provided  by  paragraphs  (8)  and  (9)  may  be  applied, 
securities  to  which  the  provisions  of  sections  305  and  306  would  not 
have  applied,  irrespective  of  the  provisions  of  those  paragraphs,  shall 
be  disregarded. 

(b)  The  provisions  of  sections  305  and  300  shall  not  apply  (1)  to 
any  of  the  transactions  exempted  from  the  provisions  of  section  5  of 
the  Securities  Act  of  1933  by  section  4  thereof,  or  (2)  to  any  transac- 
tion which  would  be  so  exempted  but  for  the  last  sentence  of  para- 
graph (11)  of  section  2  of  such  Act. 

(c)  The  Commission  shall,  on  application  by  the  issuer  and  after 
opportunity  for  hearing  thereon,  by  order  exempt  from  any  one  or 
more  provisions  of  this  title  any  security  issued  or  proposed  to  be  is- 
sued under  any  indenture  under  which,  at  the  time  such  application  is 
filed,  securities  referred  to  in  paragraph  (3)  of  subsection  (a)  of  this 
section  are  outstanding  or  on  January  1. 1959,  such  securities  were  out- 
standing, if  and  to  the  extent  that  the  Commission  finds  that  compli- 
ance Avith  such  provision  or  provisions,  through  the  execution  of  a  sup- 
plemental indenture  or  otherwise — 

(1)  would  require,  by  reason  of  the  provisions  of  such  inden- 
ture, or  the  provisions  of  any  other  indenture  or  agreement  made 
prior  to  the  enactment  of  this  title,  or  the  provisions  of  any  ap- 
plicable law.  the  consent  of  the  holders  of  securities  outstanding 
under  any  such  indenture  or  agreement ;  or 

(2)  would  impose  an  undue  burden  on  this  issuer,  having  due 
regard  to  the  public  interest  and  the  interests  of  investors. 
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(d)  The  Commission  may.  on  application  by  rlie  issuer  and  after 
opportimiry  for  hearing  thereon,  by  oi-der  exempt  fi^om  any  one  or 
moi^  of  the  provisions  of  this  title  any  security  issued  or  proposed  to 
be  issued  by  a  person  organized  and  existing  under  the  laws  of  a  for- 
eign government  or  a  political  subdivision  thereof,  if  and  to  the  extent 
that  the  Commission  finds  that  compliance  with  such  provision  or  pro- 
visions is  not  necessary  in  the  public  interest  and  for  the  protection  of 
investors. 

( e )  The  Commission  may  from  time  to  time  by  its  rules  and  regu- 
lations, and  subject  to  such  tenns  and  conditions  as  may  be  pi^scribed 
herein,  add  to  the  securities  exempted  as  provided  in  this  section  any 
class  of  sectirities  issued  by  a  small  busmess  investment  company 
under  the  Small  Business  Investment  Act  of  195S  if  it  fijids.  having 
regard  to  the  purjxyses  of  that  Act.  that  the  enforcement  of  this  Act 
with  respect  to  such  securities  is  not  necessary  in  the  public  interest 
and  for  the  protection  of  investoi's. 

SECUEirrES   REQUIRID   TO   BE   REGISTERED   UXBER   SECtTRITTES  ACT 

Sec.  305.  (a)  Subject  to  the  provisions  of  section  oOl.  a  registration 
statement  relating  to  a  security  shall  include  the  following  infomia- 
tion  and  documents,  as  though  such  inclusion  were  required  by  the 
provisions  of  section  7  of  the  Securities  Act  of  1933 — 

(T)  such  information  and  doctmients  as  the  Commission  may 
by  rides  and  i^gulations  prescribe  in  order  to  enable  the  Com- 
mission to  deteiTuine  whether  any  person  designated  to  act  as 
trustee  tmder  the  indenture  under  which  such  security  has  been 
or  is  to  be  issued  is  eligible  to  act  as  such  imder  subsection  (a) 
of  section  310  or  has  a  conflicting  interest  as  defined  in  subsection 
(b)  of  section  310 ;  and 

(2)  an  analysis  of  any  provisions  of  such  indenture  with  re- 
spect to  (A)   the  definition  of  what  shall  constitute  a  defaidt 
imder  such  indenting,  and  the  witliholding  of  notice  to  the  in- 
denture security  holdei-s  of  any  such  default.   (B)  the  autheii- 
tication  and  delivery  of  the  indentui^  securities  and  the  appli- 
cation of  the  proceeds  thereof.  (C)  the  release  or  the  release  and 
substitution  of  any  proi:>erty  subject  to  the  lien  of  the  indenture. 
(D)  the  satisfaction  and  disciiarge  of  the  indenture,  and  (E)  the 
evidence  rec^uired  to  be  furnished  by  the  obligor  upon  the  inden- 
ture securities  to  the  trustee  as  to  compliance  with  the  conditions 
and  covenants  provided  for  in  such  indenture. 
The  infonnation  and  documents  required  by  paragraph  (1)  of  tliis 
subsection  with  respect  to  the  person  designated  to  act  as  indenture 
trustee  shall  l>e  contained  in  a  separate  x>art  of  such  registration  state- 
ment, which  part  shall  be  signed  by  such  person.  Such  part  of  the  reg- 
istration statement  shall  be  deemed  to  be  a  docimient  filed  pursuant 
to  this  title,  and  the  provisions  of  sections  11.  12.  17.  and  21  of  the  Se- 
curities Act  of  1933  shall  not  ai^ply  to  statements  therein  or  omissions 
therefix)m. 

(b)  The  Commission  shall  issue  an  order  prior  to  the  effective  date 
of  registration  refusius"  to  permit  such  a  registration  statement  to  be- 
come elTective.  if  it  finds  that — 
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(1)  the  security  to  which  such  registration  statement  relate^s 
has  not  been  or  is  not  to  be  issued  under  an  indenture; 

(2)  such  indenture  does  not  conform  to  the  requirements  of 
sections  310  to  318,  inclusive ;  or 

(3)  any  person  designated  as  trustee  under  such  indenture  is 
not  eligible  to  act  as  sucli  under  subsection  (a)  of  section  310  or 
has  any  conflicting  interest  as  defined  in  subsection  (b)  of  section 
310; 

but  no  such  order  shall  be  issued  except  after  notice  and  opportunity 
for  liearing  within  the  periods  and  in  the  manner  required  with 
respect  to  refusal  orders  pursuant  to  section  8(b)  of  the  Securities 
Act  of  1933.  If  and  when  the  Commission  deems  that  the  objections 
on  which  such  order  was  based  have  been  met,  the  Commission  shall 
enter  an  order  rescinding  such  refusal  order,  and  the  registration 
shall  become  effective  at  the  time  provided  in  section  8(a)  of  the 
Securities  Act  of  1933,  or  upon  the  date  of  such  rescission,  whichever 
shall  be  the  later. 

(c)  A  prospectus  relating  to  anv  such  security  shall  include  to  the 
extent  the  Commission  may  prescribe  by  rules  and  regulations  as  nec- 
essaiy  and  appropriate  in  the  public  interest  or  for  the  protection  of 
investors,  as  though  such  inclusion  were  required  by  section  10  of  the 
Securities  Act  of  1933,  a  written  statement  containing  the  analysis 
set  forth  in  the  registration  statement,  of  any  indenture  provisions 
with  respect  to  the  matters  specified  in  paragraph  (2)  of  subsection 
(a)  of  this  section,  together  with  a  supplementai-y  analysis,  prepared 
by  the  Commission,  of  such  provisions  and  of  the  effect  tliereof,  if,  in 
the  opinion  of  the  Commission,  the  inclusion  of  such  supplementary- 
analysis  is  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors,  and  the  Commission  so  declares  by  order  after 
notice  and,  if  demanded  by  the  issuer,  opportunity  for  hearing  thereon. 
Such  order  shall  be  entered  prior  to  the  effective  date  of  registration, 
except  that  if  opportimity  for  hearing  thereon  is  demanded  by  the 
issuer  such  order  shall  be  entered  within  a  reasonable  time  after  such 
opportunity  for  hearing. 

(d)  The  provisions  of  sections  11,  12,  17,  and  24  of  the  Securities 
Act  of  1933,  and  the  provisions  of  sections  323  and  325  of  this  title, 
shall  not  apply  to  statements  in  or  omissions  from  any  analysis  re- 
quired under  the  provisions  of  this  section  or  section  306  or  307. 

SECURITIES    XOT   REGISTERED   UXDER    SECURITIES    ACT 

Seo.  306.  (a)  In  the  case  of  any  security  which  is  not  registered 
under  the  Securities  Act  of  1933  and  to  which  this  subsection  is  appli- 
cable notwithstanding  the  provisions  of  section  304,  unless  such  se- 
curity has  been  or  is  to  be  issued  under  an  indenture  and  an  appli- 
cation for  qualification  is  effective  as  to  such  indenture,  it  shall  be 
unlawful  for  any  person,  directly  or  indirectly — 

(1)  to  make  use  of  any  means  or  instruments  of  transporta- 
tion or  communication  in  interstate  commerce  or  of  the  mails  to 
sell  such  security  through  the  use  or  medium  of  any  prospectus  or 
otherwise;  or 

(2)  to  carry  or  cause  to  be  carried  through  the  mails  or  in 
interstate  commerce,  by  any  means  or  instruments  of  transpor- 
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tation,  any  such  security  for  the  purpose  of  sale  or  for  delivery 
after  sale. 

(b)  In  the  case  of  any  security  which  is  not  registered  under  the 
Securities  Act  of  1933,  but  which  has  been  or  is  to  be  issued  under  an 
indenture  as  to  which  an  application  for  qualification  is  effective,  it 
shall  be  unlawful  for  any  person,  directly  or  indirectly — 

(1)  to  make  use  of  any  means  or  instruments  of  transporta- 
tion or  communication  in  interstate  commerce  or  of  the  mails  to 
carry  or  transmit  any  prospectus  relating  to  any  such  security, 
unless  such  prospectus,  to  the  extent  the  Commission  may  pre- 
scribe by  rules  and  regulations  as  necessary  and  appropriate  in 
the  public  interest  or  for  the  protection  of  investors,  includes  or  is 
accompanied  by  a  written  statement  that  contains  the  information 
specified  in  subsection  (c)  of  section  305 ;  or 

(2)  to  carry  or  to  cause  to  be  carried  through  the  mails  or  in 
interstate  commerce  any  such  security  for  the  purpose  of  sale 
or  for  delivery  after  sale,  unless,  to  the  extent  the  Ck)mm]Ssion 
may  prescribe  by  rules  and  regulations  as  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors, 
accompanied  or  preceded  by  a  written  statement  that  contains  the 
information  specified  in  subsection  (c)  of  section  305. 

(c)  It  shall  be  unlawful  for  any  person,  directly  or  indirectly,  to 
make  use  of  any  means  or  instruments  of  transportation  or  communi- 
cation in  interstate  commerce  or  of  the  mails  to  offer  to  sell  through 
the  use  or  mediimi  of  any  prospectus  or  otherwise  any  security  which 
is  not  registered  under  the  Securities  Act  of  1933  and  to  which  this 
subsection  is  applicable  notwithstanding  the  provisions  of  secton  304, 
unless  such  security  has  been  or  is  to  be  issued  under  an  indenture  and 
an  application  for  qualification  has  been  filed  as  to  such  indenture,  or 
while  the  application  is  the  subject  of  a  refusal  order  or  stop  order  or 
(prior  to  qualification)  any  public  proceeding  or  examination  under 
section  307(c). 

QUALIFICATIOX    OF   INDENTURES    C0\'ERIXG   SECURITIES    NOT  REQUIRED   TO 

BE  REGISTERED 

Sec.  307.  (a)  In  the  case  of  any  security  which  is  not  required  to 
be  registered  under  the  Securities  Act  of  1933  and  to  which  subsection 
(a)  of  section  306  is  applicable  notwithstanding  the  provisions  of  sec- 
tion 304,  an  application  for  qualification  of  the  indenture  under  which 
such  security  has  been  or  is  to  be  issued  shall  be  filed  with  the  Commis- 
sion by  the  issuer  of  such  security.  Each  such  application  shall  be  in 
such  form,  and  shall  be  signed  in  such  manner,  as  the  Commission 
may  by  rules  and  regulations  prescribe  as  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors.  Each  such 
application  sJiall  include  the  information  and  documents  required  by 
subsection  (a)  of  section  305.  The  information  and  documents 
required  bv  para<n*aph  (1)  of  such  subsection  with  respect  to  the 
person  designated  to  act  as  indenture  trustee  shall  be  contained  in  a 
separate  Dart  of  such  application,  which  part  shall  be  signed  by  such 
person.  Each  such  application  shall  also  include  such  of  the  other 
information  and  documents  which  would  be  required  to  be  filed  in 
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order  to  registx^r  such  indenture  security  under  tlie  Securities  Act 
of  1933  as  the  Coinniission  may  by  rules  and  regulations  prescribe  as 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors.  An  application  nuiy  be  withdrawn  by  the  applicant  at 
any  time  prior  to  the  eli'ectivo  date  thereof.  Subject  to  the  pmvisions 
of  section  321,  the  information  and  documents  contained  in  or  filed 
with  any  application  shall  be  made  available  to  the  public  under  such 
reg^lations  ns  the  Conmiission  may  prescribe,  and  copies  tJiereof, 
photostatic  or  otherwise,  shall  be  furnished  to  every  applicant  there- 
for at  such  reasonable  charge  as  the  Commission  may  prescribe. 

(b)  The  filing  with  the  Commission  of  an  application,  or  of  an 
amendment  to  an  application,  shall  be  deemed  to  have  taken  place 
upon  the  receipt  thereof  by  the  Conunission,  but,  in  the  case  of  an 
application,  only  if  it  is  accompanied  or  preceded  by  payment  to  the 
Commission  of  a  filing  fee  in  the  amount  of  $100,  such  payment  to  be 
made  in  cash  or  by  United  States  postal  money  order  or  certified  or 
bank  check,  or  in  such  other  medium  of  payment  as  the  Commission 
may  authorize  by  rule  and  regulation. 

(c)  Tlie  provisions  of  section  8  of  tlie  Securities  Act  of  1933  and 
the  provisions  of  subsection  (b)  of  section  305  of  tJiis  title  shall  apply 
with  respect  to  every  such  application,  as  though  such  application 
were  a  registi*ation  statement  filed  pui*suant  to  the  provisions  of 
such  Act. 

INTEGRATION  OF  PROCEDURE  WITH  SECURITIES  ACT  AND  OTHER  ACTS 

Sec.  308.  (a)  Tlie  Commission,  by  such  rules  and  regulations  or 
orders  as  it  deems  necessary  or  appi-opriate  in  the  public  interest  or 
for  the  protection  of  investors,  shall  authorize  the  filing  of  any  infor- 
mation or  documents  required  to  be  filed  with  the  Commission  under 
this  title,  or  under  the  Securities  Act  of  1933,  the  Securities  Exchange 
Act  of  1934,  or  the  Public  T'^tility  Holding  Company  Act  of  1935,  by 
incorporating  by  reference  anv  information  or  dofuments  on  file  with 
the  Commission  under  this  title  or  under  any  such  Act. 

(b)  The  Commission,  by  such  rules  and  regulations  or  orders  as 
it  deems  necessary'  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors,  shall  provide  for  the  consolidation  of  applica- 
tions, reports,  and  proceedings  under  this  title  with  registration  state- 
ments, applications,  reports,  and  proceedings  under  the  Securities 
Act  of  1933,  the  Securities  Exchange  Act  of  1934,  or  the  Public 
Utility  Holding  Company  Act  of  1935. 

W^HEN  QUALIFICATION  BECOMES  EFFECTI^-E  ;  EFFECT  OF  QUALIFICATION 

Sec.  309.  (a)  The  indenture  under  which  a  security  has  been  or 
is  to  be  issued  shall  be  deemed  to  have  been  qualified  under  this  title — 

(1)  when  registration  becomes  effective  as  to  such  security;  or 

(2)  when  an  application  for  the  qualification  of  such  inden- 
ture becomes  effective,  pursuant  to  section  307. 

(b)  After  qualification  has  become  effective  as  to  the  indenture 
under  which  a  security  has  been  or  is  to  be  issued,  no  stop  order  shall 
be  issued  pursuant  to  section  8  (d)  of  the  Securities  Act  of  1933, 
suspending  the  effectiveness  of  the  registration  statement  relating  to 
such  security  or  of  the  application  for  qualification  of  such  indenture^ 
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except  on  one  or  more  of  the  grounds  specified  in  section  8  of  such 
Act.  \ 

(c)  The  making,  amendment,  or  rescission  of  a  rule,  regulation, 
or  order  under  the  provisions  of  this  title  (except  to  the  extent 
authorized  by  subsection  (a)  of  section  314  witli  respect  to  rules  and 
regulations  prescribed  pursuant  to  such  subsection)  shall  not  affect 
the  qualification,  form,  or  interpretation  of  any  indenture  as  to  which 
qualification  became  effective  prior  to  the  making,  amendment,  or 
rescission  of  such  rule,  regulation,  or  order. 

(d)  Xo  trustee  under  an  indenture  which  has  been  qualified  under 
this  title  shall  be  subject  to  any  liability  because  of  any  failure  of 
such  indenture  to  comply  with  any  of  the  provisions  of  this  title, 
or  any  rule,  regulation,  or  order  thereunder. 

(e)  Nothing  in  this  title  shall  be  construed  as  empowering  the 
Commission  to  conduct  an  investigation  or  other  proceeding  for  the 
purpose  of  determining  whether  the  provisions  of  an  indenture  which 
has  been  qualified  under  this  title  are  being  complied  with,  or  to 
enforce  such  pro\4sions. 

ELIGIBILITY  AND  DISQUALIFICATION  OF  TRUSTEE 

Persons  Eligible  for  Appointment  as  Trustee 

Sec.  310.  (a)  (1)  The  indenture  to  be  qualified  shall  require  that 
there  shall  at  all  times  be  one  or  more  trustees  thereunder,  at  least  one  of 
whom  shall  at  all  times  be  a  corporation  organized  and  doing  business 
under  the  laws  of  the  United  States  or  of  any  State  or  Territory  or  of 
the  District  of  Columbia  (referred  to  in  this  title  as  the  institutional 
trustee),  which  (A)  is  authorized  under  such  laws  to  exercise  cor- 
porate trust  powers,  and  (B)  is  subject  to  supervision  or  examination 
by  Federal,  State,  Territorial,  or  District  of  Columbia  authority. 

(2)  The  indenture  to  be  qualified  shall  require  that  such  institutional 
trustee  shall  have  at  all  times  a  combined  capital  and  surplus  of  a  spec- 
ified minimum  amount,  which  shall  not  be  less  than  $150,000.  If  such 
institutional  trustee  publishes  reports  of  condition  at  least  annually, 
pursuant  to  law  or  to  the  requirements  of  said  supervising  or  examin- 
ing authority,  the  indenture  may  provide  that,  for  the  purposes  of  this 
paragraph,  the  combined  capital  and  surplus  of  such  trustee  shall  be 
deemed  to  be  its  combined  capital  and  surplus  as  set  forth  in  its  most 
recent  report  of  condition  so  published. 

(3)  If  the  indenture  to  be  qualified  requires  or  permits  the  appoint- 
ment of  one  or  more  co-trustees  in  addition  to  such  institutional  trus- 
tee, such  indenture  shall  provide  that  the  rights,  powers,  duties,  and 
obligations  conferred  or  imposed  upon  the  trustees  or  any  of  them 
shall  be  conferred  or  imposed  upon  and  exercised  or  performed  by  such 
institutional  trustee,  or  such  institutional  trustee  and  such  co-trustees 
jointly,  except  to  the  extent  that  under  any  law  of  any  jurisdiction  in 
which  any  particular  act  or  acts  are  to  be  performed,  such  institutional 
trustee  shall  be  incompetent  or  unqualified  to  perform  such  act  or  acts, 
in  which  event  such  rights,  powers,  duties,  and  obligations  shall  be 
exercised  and  performed  by  such  co-trustees. 

(4)  In  the  case  of  certificates  of  interest  or  participation,  the  inden- 
ture to  be  qualified  shall  require  that  the  indenture  trustee  or  trustees 
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have  the  legal  power  to  exercise  all  of  the  rights,  powers,  and  privi- 
leges of  a  holder  of  the  security  or  securities  in  which  such  certificates 
evidence  an  interest  or  participation. 

Disqualification  of  Trustee 

(b)  The  indenture  to  be  qualified  shall  provide  that  if  any  indenture 
trustee  has  or  sliall  acquire  any  conflicting  interest  as  hereinafter  de- 
fined, (i)  such  trustee  shall,  within  ninety  days  after  ascertaining  that 
it  has  such  conflicting  interest,  either  eliminate  such  conflicting  in- 
terest or  resign,  such  resignation  to  become  effective  upon  the  appoint- 
ment of  a  successor  trustee  and  such  successor's  acceptance  of  such  ap- 
pointment, and  the  obligor  upon  the  indenture  securities  shall  take 
])rompt  steps  to  have  a  successor  appointed  in  the  manner  provided  in 
the  indenture;  and  (ii)  in  the  event  that  such  trustee  shall  fail  to 
comply  witli  the  provisions  of  clause  (i)  of  this  subsection, such  trustee 
shall,  within  ten  days  after  the  expiration  of  such  ninety-day  period, 
transmit  notice  of  such  failure  to  the  indenture  security  holders  in  the 
manner  and  to  the  extent  provided  in  subsection  (c)  of  section  313; 
and  (iii)  subject  to  the  provisions  of  subsection  (e)  of  section  315,  any 
securitv  holder  who  has  been  a  bona  fide  liolder  of  indenture  securities 
for  at  least  six  months  may,  on  belialf  of  himself  and  all  others  sim- 
ilarly situated,  petition  any  coui*t  of  competent  jurisdiction  for  the 
removal  of  such  trustee,  and  the  ai)pointmont  of  a  successor,  if  such 
trustee  fails,  after  written  request  therefor  by  such  holder,  to  comply 
with  the  provisions  of  clause  (i)  of  this  subsection.  For  the  purposes 
of  this  subsection,  an  indenture  trustee  shall  be  deemed  to  have  a 
conflictino:  interest  if — 

(1)  such  trustee  is  trustee  under  another  indenture  under  which 
any  other  securities,  or  certificates  of  interest  or  participation  in 
any  other  securities,  of  an  obligor  u]^on  the  indenture  securities 
are  outstanding  unless  (A)  the  indenture  securities  are  collateral 
trust  notes  under  which  the  only  collateral  consists  of  securities 
issued  under  such  other  indenture,  or  (B)  such  other  indenture  is 
a  collateral  trust  indenture  under  which  the  only  collateral  con- 
sists of  indenture  securities,  or  (C)  such  obligor  has  no  substan- 
tial unmortgaged  assets  and  is  engaged  primarily  in  the  business 
of  owning,  or  of  owning  and  developing  and/or  operatinc:,  real 
estate,  and  the  indenture  to  be  qualified  and  such  other  indenture 
are  secured  by  w^holly  separate  and  distinct  parcels  of  real  estate : 
Provided^  That  the  indenture  to  be  qualified  may  contain  a  pro- 
vision excluding  from  the  operation  of  this  paragraph  another 
indenture  or  indentures  under  which  other  securities,  or  certifi- 
cates of  interest  or  participation  in  other  securities,  of  such  an 
obligor  are  outstanding,  if  (i)  the  indenture  to  be  qualified  and 
such  other  indenture  or  indentures  are  wholly  unsecured,  and  such 
other  indenture  or  indentures  are  specifically  described  in  the  in- 
denture to  be  qualified  or  are  thereafter  qualified  under  this  title, 
unless  the  Commission  shall  have  found  and  declared  by  order 
l)ursuant  to  subsection  (b)  of  section  305  or  subsection  (c)  of  sec- 
tion 307  that  differences  exist  between  the  provisions  of  the  in- 
denture to  be  qualified  and  the  provisions  of  such  other  indenture 
or  indentures  which  are  so  likely  to  involve  a  material  conflict  of 
interest  as  to  make  it  necessary  in  the  public  interest  or  for  the 
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protection  of  investors  to  disqualify  such  trustee  from  acting  as 
such  under  one  of  such  indentures,  or  (ii)  the  issuer  shall  have  sus- 
tained the  burden  of  proving,  on  application  to  the  Commission 
and  after  opportunity  for  hearing  thereon,  that  trusteeship  under 
the  indenture  to  be  qualified  and  such  other  indenture  is  not  so 
likely  to  involve  a  material  conflict  of  interest  as  to  make  it  neces- 
sary in  the  public  interest  or  for  the  protection  of  investors  to 
disqualify  such  trustee  from  acting  as  such  under  one  of  such 
indentures ; 

(2)  such  trustee  or  any  of  its  directors  or  executive  officers  is  an 
obligor  upon  the  indenture  securities  or  an  underwriter  for  such 
an  obligor ; 

(3)  such  trustee  directly  or  indirectly  controls  or  is  directly  or 
indirectly  controlled  by  or  is  under  direct  or  indirect  common 
control  with  an  obligor  upon  the  indenture  securities  or  an  under- 
writer for  such  an  obligor ; 

(4)  such  trustee  or  any  of  its  directors  or  executive  officers 
is  a  director,  officer,  partner,  employee,  appointee,  or  representa- 
tive of  an  obligor  upon  the  indenture  securities,  or  of  an  under- 
writer (other  than  the  trustee  itself)  for  such  an  obligor  who  is 
currently  engaged  in  the  business  of  underwriting,  except  that 
(A)  one  individual  may  be  a  director  and/or  an  executive  officer 
of  the  trustee  and  a  director  and/or  an  executive  officer  of  such 
obligor,  but  may  not  be  at  the  same  time  an  executive  officer  of 
both  the  trustee  and  of  such  obligor,  and  (B)  if  and  so  long  as 
the  number  of  directors  of  the  trustee  in  office  is  more  than  nine, 
one  additional  individual  may  be  a  director  and/or  an  executive 
officer  of  the  trustee  and  a  director  of  such  obligor,  and  (C) 
such  trustee  may  be  designated  by  any  such  obligor  or  by  any 
underwriter  for  any  such  obligor,  to  act  in  the  capacity  of  trans- 
fer agent,  registrar,  custodian,  paying  agent,  fiscal  agent,  escrow 
agent,  or  depositary,  or  in  any  other  similar  capacity,  or,  subject 
to  the  provisions  of  paragraph  (1)  of  this  subsection,  to  act  as 
trustee,  whether  under  an  indenture  or  otherwise ; 

(5)  10  per  centum  or  more  of  the  voting  securities  of  such 
trustee  is  beneficially  owned  either  by  an  obligor  upon  the  inden- 
ture securities  or  by  any  director,  partner,  or  executive  officer 
thereof,  or  20  per  centum  or  more  of  such  voting  securities  is 
beneficially  owned,  collectively  by  any  two  or  more  of  such  per- 
sons; or  10  per  centum  or  more  of  the  voting  securities  of  such 
trustee  is  beneficially  owned  either  by  an  underwriter  for  any 
such  obligor  or  by  any  director,  partner,  or  executive  officer 
thereof,  or  is  beneficially  owned,  collectively,  by  any  two  or  more 
such  persons; 

(6)  such  trustee  is  the  beneficial  owner  of,  or  holds  as  col- 
lateral security  for  an  obligation  which  is  in  default  as  herein- 
after defined,  (A)  5  per  centum  or  more  of  the  voting  securities, 
or  10  per  centum  or  more  of  any  other  class  of  security,  of  an 
obligor  upon  the  indenture  securities,  not  including  indenture 
securities  and  securities  issued  under  any  other  indenture  under 
which  such  trustee  is  also  trustee,  or  (B)  10  per  centum  or  more 
of  any  class  of  security  of  an  underwriter  for  any  such  obligor; 
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(7)  such  trustee  is  the  beneficial  owner  of,  or  holds  as  col- 
lateral security  for  an  obli<ration  whicli  is  in  default  as  herein- 
after defined.  5  per  centum  or  nioi-e  of  the  votin^r  securities  of 
any  pei-son  who,  to  the  knowledge  of  the  trustee,  owns  10  per 
centum  or  more  of  the  voting  securities  of,  or  controls  directly 
or  indirectly  or  is  under  direct  or  indirect  common  control  with, 
an  obligor  upon  the  indenture  securities; 

(8)  such  trustee  is  the  beneficial  owner  of,  or  holds  as  col- 
lateral security  for  an  obligation  which  is  in  default  as  herein- 
after defined.  10  per  centum  or  moi-e  of  any  class  of  security 
of  any  person  who,  to  the  knowledge  of  the  trustee,  owns  oO  i>er 
centum  or  more  of  the  voting  securities  of  an  obligor  upon  the 
indentui-o  securities;  or 

(9)  such  trustee  owns,  on  May  15  in  any  calendar  year,  in 
the  C4ipacity  of  executor,  administi*ator.  testanientar}*  or  inter 
vivos  trustee,  gfuardian.  committee  or  conservator,  or  in  any  other 
similar  capacity,  an  aggregate  of  25  per  centum  or  more  of  the 
voting  securities,  or  of  any  class  of  security,  of  any  person,  the 
beneficial  ownership  of  a  specified  percentage  of  which  would 
have  constituted  a  conflicting  interest  under  paragraph  (0),  (7). 
or   (8)    of  this  sul)section.  The   indenture  to  be  qualified  may 
provide,  as  to  any  such  securities  of  whicli  the  indenture  trustee 
acquired  ownei-ship  tlirough  l^ecoming  executor,  administrator. 
or  tevStamentary  tnistee  of  an  estate  which  included  them  that 
the  provisions  of  the  preceding  sentence  shall  not  apply,  for  a 
l>eriod  of  not  more  than  two  years  from  the  date  of  sucli  acqui- 
sition, to  the  extent  that  such  securities  included  in  such  estate 
do  not  exceed  25  per  centum  of  such  voting  securities  or  25  per 
centum  of  any  such  class  of  security.  The  indenture  to  be  quali- 
fied shall  provide  that  promptly  after  May  15  in  each  calendar 
year,  the  trustee  shall  make  a  check  of  its  holding  of  such  secu- 
rities in  any  of  the  alx)ve-mentioned  capacities  as  of  such  May 

15.  Such  indenture  shall  also  provide  that  if  the  obligor  upon 
the  indenture  securities  fails  to  make  payment  in  full  of  principal 
or  interest  under  such  indenture  when  and  as  tlie  same  becomes 
due  and  payable,  and  such   failure  continues  for  tliirty  days 
thereafter,  the  trustee  shall  make  a  prompt  check  of  its  holdings 
of  such  securities  in  any  of  the  aboA-e-mentioned  capacities  as  of 
the  date  of  the  expiration  of  such  thirty-day  ]>eriod.  and  after 
such  date,  notwithstanding  the  foregoing  provisions  of  this  para- 
graph, all  such  securities  so  held  by  the  trustee,  with  sole  or 
joint  control  over  such  securities  vested  in  it.  shall  be  considered 
as  though  beneficially  owned  by  such  trustee,  for  the  purposes  of 
paragraphs  (6).  (7),  and  (8)  of  this  subsection. 
The  indenture  to  be  qualified  shall  provide  that  the  specification 
of  percentages  in  paragraphs  (5)  to  (9),  inclusive,  of  this  subsection 
shall  not  be  construed  as  indicating  that  the  ownership  of  such  per- 
centages of  the  securities  of  a  pei-son  is  or  is  not  necessary  or  sufficient 
to  constitute  direct  or  indirect  control  for  the  purposes  of  paragraph 
(3)  or  (7)  of  this  subsection. 

For  the  purposes  of  paragraphs  (6),  (7).  (8).  and  (9)  of  this 
subsection.  (A)  the  terms  "security"  and  "securities"  shall  include 
only  such  securities  as  are  generally  known  as  corporate  securities,  but 
shall  not  include  anv  note  or  other  evidence  of  indebtedness  issued  to 
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evidence  an  obligation  to  repay  moneys  lent  to  a  person  by  one  or  more 
banks,  trust  companies,  or  banking  firms,  or  any  certificate  of  inter- 
est or  participation  in  any  such  note  or  evidence  of  indebtedness; 
(B)  an  obligation  shall  be  deemed  to  be  in  default  when  a  default  in 
payment  of  principal  shall  have  continued  for  thirty  days  or  more, 
and  shall  not  have  been  cured :  and  (C)  the  indenture  tnistee  shall  not 
be  deemed  the  owner  or  holder  of  (i)  any  security  which  it  holds 
as  collateral  security  (as  trustee  or  otherwise)  for  any  obligation  which 
is  not  in  default  as  above  defined,  or  (ii)  any  security  which  it  holds 
as  collateral  security  under  the  indenture  to  be  qualified,  irrespective 
of  any  default  thereunder,  or  fiii)  any  security  which  it  holds  as 
agent  for  collection,  or  as  custodian,  escrow  agent,  or  depositary,  or 
in  any  similar  representative  capacity. 

For  the  purposes  of  this  subsection,  the  term  "imderwriter'  when 
used  with  reference  to  an  obligor  upon  the  indenture  securities  means 
every  person  who.  within  three  years  prior  to  the  time  as  of  which 
the  determination  is  made,  was  an  underwriter  of  any  security  of 
such  obligor  outstanding  at  such  time. 

Applicability  of  Section 

(c)  The  Public  Utility  Holding  Company  Act  of  1935  shall  not 
be  held  to  establish  or  authorize  the  establishment  of  any  standards 
regarding  the  eligibility  and  qualifications  of  any  trustee  or  prospec- 
tive trustee  under  an  indenture  to  be  qualified  imder  this  title,  or 
regarding  the  provisions  to  be  included  in  any  such  indenture  with 
respect  to  the  eligibility  and  qualifications  of  the  trustee  there imder, 
other  than  those  established  by  the  provisions  of  this  section. 

PREFERENTIAL  COLLECTIOX  OF  CLAI3IS  AGAIXST  OBLIGOR 

Sec.  311.  (a)  Subject  to  the  provisions  of  subsection  (b)  of  this 
section,  the  indenture  to  be  qualified  shall  provide  that  if  the  inden- 
ture trustee  shall  be,  or  shall  become,  a  creditor,  directly  or  indirectly, 
secured  or  unsecured,  of  an  obligor  upon  the  indenture  securities, 
within  four  months  prior  to  a  default  as  defined  in  the  last  paragraph 
of  this  subsection,  or  subsequent  to  such  a  default,  then,  unless  and 
until  such  default  shall  be  cured,  such  trustee  shall  set  apart  and 
hold  in  a  special  account  for  the  benefit  of  the  trustee  indi\ddually 
and  the  indenture  security  holders — 

(1)  an  amount  equal  to  any  and  all  reductions  in  the  amount 
due  and  owing  upon  any  claim  as  such  creditor  in  respect  of 
principal  or  interest.,  effected  after  the  beginning  of  such  four 
months'  period  and  valid  as  against  such  obligor  and  its  other 
creditors,  except  any  such  reduction  resulting  from  the  receipt  or 
disposition  of  any  property  described  in  paragraph  (2)  of  this 
subsectiou.  '^^'  i'rc^v^  the  p^'prr^i?e  of  auv  riHit  of  set-off  which  the 
trustee  could  have  exercised  if  a  petition  in  bankruptcy  had  been 
filed  by  or  against  such  obligor  upon  the  date  of  such  default; 
and 

(2)  all  property  received  in  respect  of  any  claim  as  such 
creditor,  either  as  security  therefor,  or  in  satisfaction  or  com- 
position thereof,  or  otherwise,  after  the  beginning  of  such  four 
months'  period,  or  an  amount  equal  to  the  proceeds  of  any  such 
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property,  if  disposed  of,  subject,  however,  to  the  rights,  if  any, 
of  such  obligor  and  its  other  creditors  in  such  property  or  such 
proceeds. 
Nothing  herein  contained  shall  affect  the  right  of  the  indenture 
trustee — 

(A)  to  retain  for  its  own  account  (i)  payments  made  on  ac- 
count of  any  such  claim  by  any  pei-son  (other  than  such  obligor) 
who  is  liable  thereon,  and  (ii)  the  proceeds  of  the  bona  fide  sale 
of  any  such  claim  by  the  tnistee  to  a  tliird  person,  and  (iii)  dis- 
tributions made  in  cash,  securities,  or  otlier  property  in  respect 
of  claims  filed  against  such  obligor  in  banki*uptcy  or  receivership 
or  in  proceedings  for  reorganization  pursuant  to  the  Bankruptcy 
Act  or  applicable  State  law ; 

(B)  to  realize,  for  its  own  account,  upon  any  property  held 
l)y  it  as  security  for  any  sucli  claim,  if  such  property  was  so  held 
prior  to  the  beginning  of  such  four  months'  period ; 

(C)  to  realize,  for  its  own  account,  but  only  to  the  extent  of 
the  claim  hereinafter  mentioned,  upon  any  property  hekl  by  it 
as  security  for  any  such  claim,  if  such  claim  was  created  after 
the  beginning  of  such  four  months'  period  and  such  property  was 
received  as  security  therefor  simultaneously  with  the  creation 
thereof,  and  if  the  trustee  shall  sustain  the  burden  of  proving 
that  at  the  time  such  property  was  so  received  the  trustee  had 
no  reasonable  cause  to  belie\'e  that  a  default  as  defined  in  the  last 
paragraph  of  this  subsection  would  occur  within  four  months; 
or 

(D)  to  receive  payment  on  any  claim  referred  to  in  para- 
graph (B)  or  (C),  against  the  release  of  any  property  held  as 
security  for  such  claim  as  provided  in  paragraph  (B)  or  (C), 
as  the  case  may  be,  to  the  extent  of  the  fair  value  of  such  property. 

For  the  purposes  of  paragraphs  (B),  (C),  and  (D),  property  substi- 
tuted after  the  beginning  of  such  four  months'  period  for  property 
held  as  security  at  the  time  of  such  substitution  shall,  to  the  extent 
of  the  fair  value  of  the  property  released,  have  the  same  status  as 
the  property  released,  and,  to  the  extent  that  any  claim  referred  to 
in  any  of  such  paragraphs  is  created  in  renewal  of  or  in  substitution 
for  or  for  the  purpose  of  repaying  or  refunding  any  preexisting  claim 
of  the  indenture  trustee  as  such  creditor,  such  claim  shall  have  the 
same  status  as  such  preexistins:  claim. 

The  indenture  to  be  qualified  shall  provide  that,  if  the  trustee  shall 
be  required  to  account,  the  funds  and  property  held  in  such  special 
accpunt  and  the  proceeds  thereof  shall  be  apportioned  between  the 
trustee  and  the  indenture  security  holders  in  such  manner  tbat  the 
trustee  and  the  indenture  security  holders  realize,  as  a  result  of  pay- 
ments from  such  special  account  and  payments  of  dividends  on  claims 
filed  against  such  obligor  in  bankruptcy  or  receivership  or  in  proceed- 
ings for  reorganization  pursuant  to  the  Bankruptcy  Act  or  applicable 
State  law,  the  same  percentage  of  their  respective  claims,  figured  be- 
fore crediting  to  the  claim  of  the  trustee  anything  on  account  of  the 
receipt  by  it  from  such  obligor  of  the  funds  and  property  in  such  spe- 
cial account  and  before  crediting  to  the  respective  claims  of  the  trustee 
and  the  indenture  security  holders  dividends  on  claims  filed  against 
such  obligor  in  bankruptcy  or  receivership  or  in  proceedings  for  re- 
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organization  pursuant  to  the  Bankruptcy  Act  or  applicable  State  law, 
but  after  crediting  thereon  receipts  on  account  of  the  indebtedness 
represented  by  their  respective  claims  from  all  sources  other  than  from 
such  di\T.dends  and  from  the  funds  and  property  so  held  in  such  spe- 
cial accoimt.  As  used  in  this  paragraph,  with  respect  to  any  claim,  the 
term  "dividends"  shall  include  any  distribution  with  respect  to  such 
claim,  in  bankruptcy  or  receivership  or  in  proceedings  for  reorgani- 
zation pursuant  to  the  Bankruptcy  Act  or  applicable  State  law, 
whether  such  distribution  is  made  in  cash,  securities,  or  other  prop- 
pity,  but  shall  not  include  any  such  distribution  with  respect  to  the 
ured  portion,  if  any.  of  such  claim.  The  court  in  which  such  bank- 
1  Liptcy,  receivership,  or  proceeding  for  reorganization  is  pending  shall 
have  jurisdiction  (i)  to  apportion  between  the  indenture  trustee  and 
the  indenture  security  holders,  in  accordance  with  the  provisions  of 
this  paragraph,  the  funds  and  property  held  in  such  special  account 
and  the  proceeds  thereof,  or  (ii)  in  lieu  of  such  apportionment,  in 
whole  or  in  part.,  to  give  to  the  provisions  of  tliis  paragraph  due  con- 
leration  in  determining  the  fairness  of  the  distributions  to  be  made 
i()  the  indenture  trustee  and  the  indenture  security  holders  with  re- 
spect to  their  respective  claims,  in  which  event  it  shall  not  be  neces- 
sary to  liquidate  or  to  appraise  the  value  of  any  securities  or  other 
property  held  in  such  special  account  or  as  security  for  any  such 
claim,  or  to  make  a  specific  allocation  of  such  distributions  as  between 
the  secured  and  unsecured  portions  of  such  claims,  or  otherwise  to 
ap])ly  the  provisions  of  this  paragraph  as  a  mathematical  formula. 
Any  indenture  trustee  who  has  resiofned  or  been  removed  after  the 
Ijccrinning  of  such  four  months"  period  shall  be  subject  to  the  pro- 
visions of  this  subsection  as  though  such  resignation  or  removal  had 
not  occurred.  Anv  indenture  trustee  who  has  resigned  or  been  re- 
moved prior  to  the  beginning  of  such  four  months'  period  shall  be 
-nbject  to  the  provisions  of  this  subsection  if  and  only  if  the  following 
editions  exist — 

(i)  the  receipt  of  property  or  reduction  of  claim  which  would 

have  given  rise  to  the  obligation  to  account,  if  such  indenture 

trustee  had  continued  as  trustee,  occurred  after  the  beginning  of 

such  four  months'  period ;  and 

(ii)   such  receipt  of  property  or  reduction  of  claim  occurred 

within  four  months  after  such  resignation  or  removal. 
As  used  in  this  subsection,  the  tenn  ''default"  means  any  failure  to 
make  payment  in  full  of  principal  or  interest,  when  and  as  the  same 
becomes  due  and  payable,  under  any  indenture  which  has  been  quali- 
fied under  this  title,  and  under  which  the  indenture  trustee  is  trustee 
and  the  person  of  whom  the  indenture  trustee  is  directly  or  indirectly 
a  creditor  is  an  obligor;  and  the  term  "indenture  security  holder" 
means  all  holders  of  securities  outstanding  under  any  such  indenture 
under  which  any  such  default  exists. 

(b)  The  indenture  to  be  qualified  may  contain  provisions  exclud- 
inor  from  the  operation  of  subsection  (a)  of  this  section  a  creditor 
relationship  arising  from — 

(1)  the  ownership  or  acquisition  of  securities  issued  under  any 
indenture,  or  any  security  or  securities  having  a  maturity  of  one 
year  or  more  at  the  time  of  acquisition  by  the  indenture  trustee; 

(2)  advances   authorized   by    a    receivership    or   bankruptcy 
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court  of  competent  jurisdiction,  or  by  the  indenture,  for  the  pur- 
pose of  preserving  the  property  subject  to  the  lien  of  the  inden- 
ture or  of  dischar<ring  tax  liens  or  other  prior  liens  or  encum- 
brances on  the  trust  estate,  if  notice  of  such  advance  and  of  the 
circumstances  surrounding  the  making  thereof  is  given  to  the 
indenture  security  holders,  at  the  time  and  in  the  manner  pro- 
vided in  the  indenture ; 

(3)  disbursements  made  in  the  ordinary  course  of  business 
in  the  capacity  of  trustee  under  an  indenture,  transfer  agent, 
registrar,  custodian,  paying  agent,  fiscal  agent  or  depositary,  or 
other  similar  capacity ; 

(4)  an  indebtedness  created  as  a  result  of  services  rendered 
or  premises  rented;  or  an  indebtedness  created  as  a  result  of 
goods  or  securities  sold  in  a  cash  transaction  as  defined  in  the 
indenture ; 

(5)  the  ownership  of  stock  or  of  other  securities  of  a  cor- 
poration organized  under  the  provisions  of  section  25  (a)  of  the 
Federal  Reserve  Act,  as  amended,  which  is  directly  or  indirectly 
a  creditor  of  an  obligor  upon  the  indenture  securities;  or 

(6)  the  ac(|uisition,  ownership,  accej)tance,  or  negotiation  of 
any  drafts,  bills  of  exchange,  acceptances,  or  obligations  which 
fall  within  the  classification  of  self-liquidating  paper  as  defined 
in  the  indenture. 

(c)   In  the  exercise^  by  the  Commission  of  any  jurisdiction  under 
the  Public  T'tility  Holding  romi)any  Act  of  1935  regarding  the  issue 
or  sale,  by  any  registered  liolding  company  or  a  subsidiary  company 
thereof,  of  any  security  of  such  issuer  or  seller  or  of  any  other  com- 
]:)any  to  a  person  which  is  trustee  under  an  indenture  or  indentures 
of  such  issuer  or  seller  or  other  company,  or  of  a  subsidiary  or  asso- 
ciate company  or  affiliate  of  such  issuer  or  seller  or  other  company 
(whether  or  not  such  indenture  or  indentures  are  qualified  or  to  be 
qualified   undei-  this  title),  the  fact  that  such  trustee  will  thereby 
become  a  creditor,  directly  or  indirectly,  of  any  of  the  foregoing 
shall  not  constitute  a  ground  for  the  Connnission  taking  adverse 
action  with  respect  to  any  application  or  declaration,  or  limiting  the 
scope  of  any  rule  or  regulation  which  would  otherwise  permit  such 
transaction  to  take  efi'ect;  but  in  any  case  in  which  such  trustee  is 
trustee  under  an  indenture  of  the  company  of  which  it  will  thereby 
become  a  creditor,  or  of  anv  subsidiary  company  thereof,  this  subsec- 
tion   shall   not    ]M'event   the   Commission    from   requiring    (if   such 
requirement  Avould  be  authorized  under  the  provisions  of  the  Public 
Utility  Holding  Company  Act  of  1935)  that  such  tnistee,  as  such, 
shall  effectively  and  irrevocably  agree  in  writing,  for  the  benefit  of 
the  holders  from  time  to  time  of  the  securities  from  time  to  time  out- 
standing under  such  indenture,  to  be  bound  by  the  provisions  of  this 
section,  subsection  (c)  of  section  315,  and,  in  case  of  default  (as  such 
term  is  defined  in  such  indenture),  subsection  (d)  of  section  315,  as 
fully  as  though  such  provisions  Avere  included  in  such  indenture. 
For  the  purposes  of  this  subsection  the  terms  "registered  holdins:  com- 
pany", "subsidiary  company",  "associate  company",  and  "affiliate" 
shall  have  the  respective  meanings  assigned  to  such  terms  in  section 
2  (a)  of  the  Public  Utility  Holding  Company  Act  of  1935. 
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Sec.  312.   (a)   The  indenture  to  be  qualified  shall  contain  provi- 
sions requiring  each  obligor  upon  the  indenture  securities  to  furnish 
or  cause  to  be  furnished  to  the  institutional  trustee  thereunder  at 
stated  intervals  of  not  more  than  six  months,  and  at  such  other  times 
as  such  trustee  may  request  in  writing,  all  information  in  the  posses- 
I  sion  or  control  of  such  obligor,  or  of  any  of  its  paying  agents,  as  to 
j  the  names  and  addresses  of  the  indenture  security  holders,  and  requir- 
I  ing  such  trustee  to  preserve,  in  as  current  a  fonii  as  is  reasonably 
I  practicable,  all  such  information^  so  furnished  to  it  or  received  by  it 
in  the  capacity  of  paying  agent. 

(b)  The  indenture  to  be  qualified  shall  also  contain  provisions 
requiring  that,  within  five  business  days  after  the  receipt  by  the  insti- 
tutional trustee  of  a  written  application  by  any  three  or  more  inden- 
ture security  holders  stating  that  the  applicants  desire  to  communi- 
cate with  other  indenture  security  holders  with  respect  to  their  rights 
under  such  indenture  or  under  the  indenture  securities,  and  accom- 
panied by  a  copy  of  the  form  of  proxy  or  other  communication 
which  such  applicants  propose  to  transmit,  and  by  reasonable  proof 
I  that  each  such  applicant  has  owned  an  indenture  security  for  a  period 
I  of  at  least  six  months  preceding  the  date  of  such  application,  such 
institutional  trustee  shall,  at  its  election,  either — 

(1)  afford  to  such  applicants  access  to  all  information  so  fur- 
nished to  or  received  by  such  trustee ;  or 

(2)  inform  such  ai^plicants  as  to  the  approximate  number  of 
indenture  security  holders  according  to  the  most  recent  informa- 
tion so  furnislied  to  or  received  by  such  trustee,  and  as  to  the 
approximate  cost  of  mailing  to  such  indenture  security  holders 
the  form  of  proxy  or  other  communication,  if  any,  specified  in 
such  application. 

If  such  trustee  shall  elect  not  to  afford  to  such  applicants  access  to 
such  information,  such  trustee  shall,  upon  the  written  request  of  such 
applicants,  mail  to  all  such  indenture  security  holders  copies  of  the 
foi-m  of  proxy  or  other  communication  which  is  specified  in  such 
lequest,  with  reasonable  promptness  after  a  tender  to  such  trustee  of 
the  material  to  be  mailed  and  of  payment,  or  provision  for  the  pay- 
ment, of  the  reasonable  expenses  of  such  mailing,  unless  within  five 
days  after  such  tender,  such  trustee  shall  mail  to  such  applicants, 
and  file  with  the  Commission  together  with  a  copy  of  the  material  to 
be  mailed,  a  written  statement  to  the  effect,  that,  in  the  opinion  of 
such  trustee,  such  mailing  would  be  contrary  to  the  best  interests 
of  the  indenture  security  holders  or  would  be  in  violation  of  appli- 
;  cable  law.  Such  written  statement  shall  specify  the  basis  of  such 
:  opinion.  After  opportunity  for  hearing  upon  the  objections  specified 
in  the  w^ritten  statement  so  filed,  the  Commission  may,  and  if 
demanded  by  such  trustee  or  by  such  applicants  shall,  enter  an  order 
eitlier  sustaining  one  or  more  of  such  objections  or  refusing  to  sustain 
any  of  them.  If  the  Commission  shall  enter  an  order  refusing  to 
sustain  any  of  such  objections,  or  if,  after  the  entry  of  an  order  sus- 
taining one  or  more  of  sucli  objections,  the  Commission  shall  find, 
after  notice  and  opportunity  for  hearing,  that  all  objections  so  sus- 
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tained  have  been  met,  and  shall  enter  an  order  so  declaring,  such 
trustee  shall  mail  copies  of  such  material  to  all  such  indenture  secu- 
rity holders  with  reasonable  promptness  after  the  entry  o.f  such  order 
and  the  renewal  of  such  tender. 

(c)  The  disclosure  of  any  such  information  as  to  the  names  and 
addresses  of  the  indenture  security  holders  in  ac<iordance  with  the 
provisions  of  this  section,  regardless  of  the  source  from  which  such 
information  was  derived,  shall  not  be  deemed  to  be  a  violation  of 
any  existing  law,  or  of  any  law  hereafter  enacted  which  does  not 
specifically  refer  to  this  section,  nor  shall  such  trustee  be  held  account- 
able by  reason  of  mailing  any  material  pursuant  to  a  request  made 
under  subsection  (b)  of  this  section. 

REPORTS  BY  INDENTURE  TRUSTEE 

Sec.  313.  (a)  The  indenture  to  be  qualified  shall  contain  provi- 
sions requiring  the  indenture  trustee  to  transmit  to  the  indenture 
security  holders  as  hereinafter  provided,  at  stated  intervals  of  not 
more  than  12  months,  a  brief  report  with  respect  to — 

(1)  its  eligibility  and  its  qualifications  under  section  310,  or 
in  lieu  thereof,  if  to  the  best  of  its  knowledge  it  has  continued  to 
be  eligible  and  qualified  under  such  section,  a  written  statement 
to  such  effect; 

(2)  the  character  and  amount  of  any  advances  made  by  it, 
as  indenture  trustee,  which  remain  unpaid  on  the  date  of  such 
report,  and  for  the  reimbursement  of  which  it  claims  or  may 
claim  a  lien  or  charge,  prior  to  that  of  the  indenture  securities, 
on  the  trust  estate  or  on  property  or  funds  held  or  .collected  by 
it  as  such  trustee,  if  such  advances  so  remaining  unpaid  aggre- 
gate more  than  one-half  of  1  per  centum  of  the  principal  amount 
of  the  indenture  securities  outstanding  on  such  date ; 

(3)  the  amount,  interest  rate,  and  maturity  date  of  all  other 
indebtedness  owing  to  it  in  its  individual  capacity,  on  the  date  of 
such  report,  by  the  obligor  upon  the  indenture  securities,  with  I  i 
a  brief  description  of  any  property  held  as  collateral  security  j  i 
therefor,  except  an  indebtedness  based  upon  a  creditor  relation-  J  i 
ship  arising  in  any  manner  described  in  paragraphs  (2),  (3), 
(4),  or  (6)  of  subsection  (b)  of  section  311 ; 

(4)  the  property  and  funds  physically  in  its  possession  as 
indenture  trustee  on  the  date  of  such  report ; 

(5)  any  release,  or  release  and  substitution,  of  property  sub- 
ject to  the  lien  of  the  indenture  (and  the  consideration  therefor, 
if  any)  which  it  has  not  previously  reported ; 

(6)  any  additional  issue  of  indenture  securities  which  it  has 
not  previously  reported ;  and 

(7)  any  action  taken  by  it  in  the  performance  of  its  duties 
under  the  indenture  which  it  has  not  previously  reported  and 
which  in  its  opinion  materially  affects  the  indenture  securities 
or  the  trust  estate,  except  action  in  respect  of  a  default,  notice  of 
which  has  been  or  is  to  be  withheld  by  it  in  accordance  with  an 
indenture  provision  authorized  by  subsection  (b)  of  section  315. 

(b)  The  indenture  to  be  qualified  shall  also  contain  provisions 
requiring  the  indenture  trustee  to  transmit  to  the  indenture  security 
holders  as  hereinafter  provided,  within  the  times  hereinafter  specified, 
a  brief  report  with  respect  to — 
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(1)  tlie  release,  or  release  and  substitution,  of  property  sub- 
ject to  the  lien  of  the  indenture  (and  the  consideration  therefor, 
if  any)   unless  the  fair  value  of  such  property,  as  set  forth  in 

;      the  certificate  or  opinion  required  by  paragraph  (1)  of  subsec- 

r      tion  (d)  of  section  314,  is  less  than  10  per  centum  of  the  principal 

amount  of  indenture  securities  outstanding  at  the  time  of  such 

release,  or  such  release  and  substitution,  such  report  to  be  so 

transmitted  within  90  days  after  such  time ;  and 

(2)  the  character  and  amount  of  any  advances  made  by  it  as 
such  since  the  date  of  the  last  report  transmitted  pursuant  to  the 
provisions  of  subsection  (a)  (or  if  no  such  report  has  yet  been 
so  transmitted,  since  the  date  of  execution  of  the  indenture) ,  for 
the  reimbursement  of  which  it  claims  or  may  claim  a  lien  or 

i      charge,  prior  to  that  of  the  indenture  securities,  on  the  trust 
f      estate  or  on  property  or  funds  held  or  collected  by  it  as  such 
'      trustee,  and  which  it  has  not  previously  reported  pursuant  to  this 
paragraph,  if  such  advances  remaining  unpaid  at  any  time  aggre- 
gate more  than  10  per  centum  of  the  principal  amount  of  inden- 
iture  securities  outstanding  at  such  time,  such  report  to  be  so 
*■      transmitted  within  90  days  after  such  time. 

(c)  The  indenture  to  be  qualified  shall  also  provide  that  reports 
pursuant  to  this  section  shall  be  transmitted  by  mail — 

(1)  to  all  registered  holders  of  indenture  securities,  as  the 
names  and  addresses  of  such  holders  appear  upon  the  registration 
books  of  the  obligor  upon  the  indenture  securities ; 

(2)  to  such  holders  of  indenture  securities  as  have,  within  the 
two  years  preceding  such  transmission,  filed  their  names  and 
addresses  with  the  indenture  trustee  for  that  purpose;  and 

(3)  except  in  the  case  of  reports  pursuant  to  subsection  (b) 
of  this  section,  to  all  holders  of  indenture  securities  whose  names 
and  addresses  have  been  furnished  to  or  received  by  the  indenture 
trustee  pursuant  to  section  312. 

(d)  The  indenture  to  be  qualified  shall  also  provide  that  a  copy 
bf  each  such  report  shall,  at  the  time  of  such  transmission  to  indenture 
security  holders,  to  be  filed  with  each  stock  exchange  upon  which  the 
indenture  securities  are  listed,  and  also  with  the  Commission. 


PROVISIONS 

Periodic  Reports 

Sec.  314.  (a)  The  indenture  to  be  qualified  shall  contain  provisions 
requiring  each  person  who,  as  set  forth  in  the  registration  statement 
Dr  application,  is  or  is  to  be  an  obligor  upon  the  indenture  securities 
:overed  thereby — 

(1)  to  file  with  the  indenture  trustee  copies  of  the  annual 
reports  and  of  the  information,  documents,  and  other  reports  (or 
copies  of  such  portions  of  any  of  the  foregoing  as  the  Commis- 
sion may  by  rules  and  regulations  prescribe)  which  such  obligor 
is  required  to  file  with  the  Commission  pursuant  to  section  13  or 
section  15(d)  of  the  Securities  Exchange  Act  of  1934;  or,  if  the 
obligor  is  not  required  to  file  information,  documents,  or  reports 
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pursuant  to  either  of  such  sections,  then  to  file  with  the  indenture 
trustee  and  the  Commission,  in  accordance  with  rules  and  regula- 
tions prescribed  by  the  Commission,  such  of  the  supplementuiy 
and  periodic  information,  documents,  and  reports  which  may  be 
required  pursuant  to  section  13  of  the  Securities  Exchange  Act  of 
1934,  in  respect  of  a  security  listed  and  registered  on  a  national 
securities  exchange  as  may  be  prescribed  in  such  rules  and  regu- 
lations ; 

(2)  to  file  with  the  indenture  trustee  and  the  Commission,  in 
accordance  with  rules  and  regulations  prescribed  by  the  Commis- 
sion, such  additional  information,  documents,  and  reports  witli 
respect  to  compliance  by  such  obligor  with  the  conditions  and 
covenants  provided  for  in  the  indenture,  as  may  be  required  by 
such  rules  and  regulations,  including,  in  the  case  of  annual  reports, 
if  required  by  such  rules  and  regulations,  certificates  or  opinions 
of  independent  public  accountants,  conforming  to  the  require- 
ments of  subsection  (e)  of  this  section,  as  to  compliance  with  con- 
ditions or  covenants,  compliance  with  which  is  subject  to  vertifica- 
tion  by  accountants,  but  no  such  certificate  or  opinion  shall  hv 
required  as  to  any  matter  specified  in  clauses  (A),  (B),  or  (C) 
of  paragraph  (3)  of  subsection  (c)  ;  and 

(3)  to  transmit  to  the  holders  of  the  indenture  securities  upon 
which  such  person  is  an  obligor,  in  the  manner  and  to  tlie  extent 
provided  in  subsection  (c)  of  section  313,  such  summaries  of  any 
information,  documents,  and  reports  required  to  be  filed  by  such 
obligor  pursuant  to  the  provisions  of  paragraph  (1)  or  (2)  of 
this  subsection  as  may  be  required  by  rules  and  regulations  pre- 
scribed by  the  Commission. 

The  rules  and  regulations  prescribed  under  this  subsection  sl^.all  be 
such  as  are  necessary  or  appropriate  in  the  public  interest  or  for  the 
protection  of  investors,  having  due  regard  to  the  types  of  indentures, 
and  the  nature  of  the  business  of  the  class  of  obligors  affected  thereby, 
and  the  amount  of  indenture  securities  outstanding  under  such  inden- 
tures, and,  in  the  case  of  any  such  rules  and  regulations  prescribed 
after  the  indentures  to  which  they  apply  have  been  qualified  under 
this  title,  the  additional  expense,  if  any,  of  complying  with  such  rules 
and  regulations.  Such  rules  and  regulations  may  be  prescribed  either 
before  or  after  qualification  becomes  effective  as  to  any  such  indenture. 

Evidence  of  Recording  of  Indenture 

(b)  If  the  indenture  to  be  qualified  is  or  is  to  be  secured  by  the 
mortgage  or  pledge  of  property,  such  indenture  shall  contain  provi- 
sions requiring  the  obligor  upon  the  indenture  securities  to  furnisli  to 
the  indenture  trustee — 

(1)  promptly  after  the  execution  and  delivery  of  the  inden- 
ture, an  opinion  of  counsel  (who  may  be  of  counsel  for  such 
obligor)  either  stating  that  in  the  opinion  of  such  counsel  the 
indenture  has  been  properly  recorded  and  filed  so  as  to  make 
effective  the  lien  intended  to  be  created  thereby,  and  reciting  the 
details  of  such  action,  or  stating  that  in  the  opinion  of  such 
counsel  no  such  action  is  necessary  to  make  such  lien  effective; 
and 
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(2)  at  least  annually  after  the  execution  and  delivery  of  the 
indenture,  an  opinion  of  counsel  (who  may  be  of  counsel  for  such 
obligor)  either  stating  that  in  the  opinion  of  such  counsel  such 
action  has  been  taken  with  respect  to  the  recording,  filing,  re- 
recording,  and  refiling  of  the  indenture  as  is  necessary  to  maintain 
the  lien  of  such  indenture,  and  reciting  the  details  of  such  action, 
or  stating  that  in  the  opinion  of  such  counsel  no  such  action  is 
necessary  to  maintain  such  lien. 

Evidence  of  Compliance  With  Conditions  Precedent 

(c)  The  indenture  to  be  qualified  shall  contain  provisions  requiring 
the  obligor  upon  the  indenture  securities  to  furnish  to  the  indenture 
trustee  evidence  of  compliance  with  the  conditions  precedent,  if  any, 
provided  for  in  the  indenture  (including  any  covenants  compliance 
with  which  constitutes  a  condition  precedent)  which  relate  to  the 
authentication  and  delivery  of  the  indenture  securities,  to  the  release 
or  the  release  and  substitution  of  property  subject  to  the  lien  of 
the  indenture,  to  the  satisfaction  and  discharge  of  the  indenture,  or 
to  any  other  action  to  be  taken  by  the  indenture  trustee  at  the  request 
or  upon  the  application  of  such  obligor.  Such  evidence  shall  consist 
of  the  following : 

(1)  certificates  or  opinions  made  by  officers  of  such  obligor 
who  are  specified  in  the  indenture,  stating  that  such  conditions 
precedent  have  been  complied  with ; 

(2)  an  opinion  of  counsel  (who  may  be  of  counsel  for  such 
obligor)  stating  that  in  his  opinion  such  conditions  precedent 
have  been  complied  with ;  and 

(3)  in  the  case  of  conditions  precedent  compliance  with  which 
is  subject  to  verification  by  accountants  (such  as  conditions  with 
respect  to  the  preservation  of  specified  ratios,  the  amount  of  net 
quick  assets,  negative-pledge  clauses,  and  other  similar  specific 
conditions),  a  certificate  or  opinion  of  an  accountant,  who,  in 
the  case  of  any  such  conditions  precedent  to  the  authentication 
and  delivery  of  indenture  securities,  and  not  otherwise,  shall  be 
an  independent  public  accountant  selected  or  approved  by  the 
indenture  trustee  in  the  exercise  of  reasonable  care,  if  the  aggre- 
gate principal  amount  of  such  indenture  securities  and  of  other 
indenture  securities  authenticated  and  delivered  since  the  com- 
mencement of  the  then  current  calendar  vear  (other  than  those 
with  respect  to  which  a  certificate  or  opinion  of  an  accountant 
is  not  required,  or  with  respect  to  which  a  certificate  or  opinion 
of  an  independent  public  accountant  has  previously  been  fur- 
nished) is  10  per  centum  or  more  of  the  aggregate  amount  of  the 
indenture  securities  at  the  time  outstanding;  but  no  certificate 
or  opinion  need  be  made  by  any  person  other  than  an  officer  or 
employee  of  such  obligor  who  is  specified  in  the  indenture,  as 
to  (A)  dates  or  periods  not  covered  by  annual  reports  required 
to  be  filed  by  the  obligor,  in  the  case  of  conditions  precedent 
w^hich  depend  upon  a  state  of  facts  as  of  a  date  or  dates  or  for 
a  period  or  periods  different  from  that  required  to  be  covered 
by  such  annual  reports,  or  (B)  the  amount  and  value  of  property 
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additions,  except  as  provided  in  paragraph  (3)  of  subsection  (d), 
or  (C)  the  adequacy  of  depreciation,  maintenance,  or  repairs. 

Certificates  of  Fair  Value 

(d)  If  the  indenture  to  be  qualified  is  or  is  to  be  secured  by  the 
mortgage  or  pledge  of  property  or  securities,  such  indenture  shall 
contam  provisions — 

(1)  requiring  the  obligor  upon  the  indenture  securities  to  fur- 
nish to  the  indenture  trustee  a  certificate  or  opinion  of  an  engineer, 
appraiser,  or  other  expert  as  to  the  fair  value  of  any  property  or 
securities  to  be  released  from  the  lien  of  the  indenture,  which 
certificate  or  opinion  shall  state  that  in  the  opinion  of  the  person 
making  the  same  the  proposed  release  will  not  impair  the  security 
under  such  indenture  in  contravention  of  the  provisions  thereof, 
and  requiring  further  that  such  certificate  or  opinion  shall  be 
made  by  an  independent  engineer,  appraiser,  or  other  expert,  if 
the  fair  value  oi  such  property  or  securities  and  of  all  other 
property  or  securities  released  since  the  commencement  of  the 
then  current  calendar  year,  as  set  forth  in  the  certificates  or 
opinions  required  by  this  paragraph,  is  10  per  centum  or  more  of 
the  aggregate  principal  amount  of  the  indenture  securities  at  the 
time  outstanding;  but  such  a  certificate  or  opinion  of  an  inde- 
pendent engineer,  appraiser,  or  other  expert  shall  not  be  required 
in  the  case  of  any  release  of  property  or  securities,  if  the  fair  value 
thereof  as  set  forth  in  tlie  certificate  or  opinion  required  by  this 
paragraph  is  less  than  $25,000  or  less  than  1  per  centum  of  the 
aggregate  principal  amount  of  the  indenture  securities  at  the  time 
outstanding ; 

(2)  requiring  the  obligor  upon  the  indenture  sexiurities  to 
furnish  to  the  indenture  trustee  a  certificate  or  opinion  of  an 
engineer,  appraiser,  or  other  expert  as  to  the  fair  value  to  such 
obligor  of  any  securities   (other  than  indenture  securities  and 
securities  secured  by  a  lien  prior  to  the  lien  of  the  indenture  upon 
property  subject  to  the  lien  of  the  indenture),  the  deposit  of 
which  with  the  trustee  is  to  be  made  the  basis  for  the  authenti- 
cation and  delivery  of  indenture  securities,  the  withdrawal  of 
cash  constituting  a  part  of  the  trust  estate  or  the  release  of  prop- 
erty or  securities  subject  to  the  lien  of  the  indenture,  and  requir- 
ing further  that  if  the  fair  value  to  such  obligor  of  such  securities 
and  of  all  other  such  securities  made  the  basis  of  any  such  authen- 
tication and  delivery,  withdrawal,  or  release  since  the  commence- 
ment of  the  then  current  calendar  year,  as  set  forth  in  the 
certificates  or  opinions  required  by  this  paragraph,  is  10  per  cen- 
tum or  more  of  the  aggregate  principal  amount  of  the  indenture 
securities  at  the  time  outstanding,  such  certificate  or  opinion  shall 
be  made  by  an  independent  engineer,  appraiser,  or  other  expert 
and,  in  the  case  of  the  authentication  and  delivery  of  indenture 
securities,  shall  cover  the  fair  value  to  such  obligor  of  all  other 
such  securities  so  deposited  since  the  commencement  of  the  current 
calendar  year  as  to  which  a  certificate  or  opinion  of  an  indepen- 
dent engineer,  appraiser,  or  other  expert  has  not  previously  been 
furnished;  but  such  a  certificate  of  an  independent  engineer, 
appraiser,  or  other  expert  shall  not  be  required  with  respect  to 
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any  securities  so  deposited,  if  the  fair  value  thereof  to  such  obligor 
as  set  forth  in  the  certificate  or  opinion  required  by  this  paragraph 
is  less  than  $25,000  or  less  than  1  per  centum  of  the  aggregate 
principal  amount  of  the  indenture  securities  at  the  time  outstand- 
ing ;  and 

(3)  requiring  the  obligor  upon  the  indenture  securities  to  fur- 
nish to  the  indenture  trustee  a  certificate  or  opinion  of  an  engineer, 
appraiser,  or  other  expert  as  to  the  fair  value  to  such  obligor  of 
any  property  the  subjection  of  which  to  the  lien  of  the  indenture 
is  to  be  made  the  basis  for  the  authentication  and  delivery  of 
indenture  securities,  the  withdrawal  of  cash  constituting  a  part 
of  the  trust  estate,  or  the  release  of  property  or  securities  subject 
to  the  lien  of  the  indenture,  and  requiring  further  that  if 

(A)  within  six  months  prior  to  the  date  of  acquisition 
thereof  by  such  obligor,  such  property  has  been  used  or  oper- 
ated, by  a  person  or  persons  other  than  such  obligor,  in  a 
business  similar  to  that  in  which  it  has  been  or  is  to  be  used 
or  operated  by  such  obligor,  and 

(B)  the  fair  value  to  such  obligor  of  such  property  as  set 
forth  in  such  certificate  or  opinion  is  not  less  than  $25,000  and 
not  less  than  1  per  centum  of  the  aggregate  principal  amount 
of  the  indenture  securities  at  the  time  outstanding, 

such  certificate  or  opinion  shall  be  made  by  an  independent  engi- 
neer, appraiser,  or  other  expert  and,  in  the  case  of  the  authentica- 
tion and  delivery  of  indenture  securities,  shall  cover  the  fair  value 
to  the  obligor  of  any  property  so  used  or  operated  which  has  been 
so  subjected  to  the  lien  of  the  indenture  since  the  commencement 
of  the  then  current  calendar  year,  and  as  to  which  a  certificate  or 
opinion  of  an  independent  engineer,  appraiser,  or  other  expert 
has  not  previously  been  furnished, 
[f  the  indenture  to  be  qualified  so  provides,  any  such  certifiate  or 
'opinion  may  be  made  by  an  officer  or  employee  of  the  obligor  upon  the 
indenture  securities  who  is  specified  in  the  indenture,  except  in  cases 
in  which  this  subsection  requires  that  such  certificate  or  opinion  be 
made  by  an  independent  person.  In  such  cases,  such  certificate  or 
opinion  shall  be  made  by  an  independent  engineer,  appraiser,  or  other 
expert  selected  or  approved  by  the  indenture  trustee  in  the  exercise  of 
reasonable  care. 

Recitals  as  to  Basis  of  Certificate  or  Opinion 

(e)  Each  certificate  or  opinion  with  respect  to  compliance  with  a 
I  condition  or  covenant  provided  for  in  the  indenture  shall  include  (1)  a 
!  statement  that  the  person  making  such  certificate  or  opinion  has  read 
such  covenant  or  condition;  (2)  a  brief  statement  as  to  the  nature  and 
scope  of  the  exam.ination  or  investigation  upon  which  the  statements 
or  opinions  contained  in  such  certificate  or  opinion  are  based;  (3)  a 
statement  that,  in  the  opinion  of  such  person,  he  has  made  such  exam- 
ination or  investigation  as  is  necessary  to  enable  him  to  express  an  in- 
formed opinion  as  to  whether  or  not  such  covenant  or  condition  has 
been  complied  with;  and  (4)  a  statement  as  to  whether  or  not,  in  the 
opinion  of  such  person,  such  condition  or  covenant  has  been  complied 
with. 
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Parties  May  Provide  for  Additional  Evidence 

(f )  Nothing  in  this  section  shall  be  construed  either  as  requiring  the 
inclusion  in  the  indenture  to  be  qualified  of  provisions  that  the  obligor 
upon  the  indenture  securities  shall  furnish  to  the  indenture  trustee  any 
other  evidence  of  compliance  with  the  conditions  and  covenants  pro- 
vided for  in  the  indenture  than  the  evidence  specified  in  this  sexjtion,  or 
as  preventing  the  inclusion  of  such  provisions  in  such  indenture,  if 
the  parties  so  agree. 

DUTIES   AND    UESPONSIBILTTY    OF   THE   TRUSTEE 

Duties  Prior  to  Default 

Sec.  315.  (a)  The  indenture  to  be  qualified  may  provide  that,  prior 
to  default  (as  such  term  is  defined  in  such  indenture)  — 

(1)  the  indenture  trustee  shall  not  be  liable  except  for  the  per- 
formance of  such  duties  as  are  specifically  set  out  in  such  inden- 
ture; and 

(2)  the  indenture  trustee  may  conclusively  rely,  as  to  the  truth 
of  the  statements  and  the  correctness  of  the  opinions  expressed 
therein,  in  the  absence  of  bad  faith  on  the  part  of  such  trustee, 
upon  certificates  or  opinions  conforming  to  the  requirements  of 
the  indenture ; 

but  such  indenture  shall  contain  provisions  requiring  the  indenture 
trustee  to  examine  the  evidence  furnished  to  it  pursuant  to  section  314 
to  determine  whether  or  not  such  evidence  conforms  to  the  require- 
ments of  the  indenture. 

Notice  of  Defaults 

(b)  The  indenture  to  be  qualified  shall  contain  provisions  requiring 
the  indenture  trustee  to  give  to  the  indenture  security  holders,  in  the 
manner  and  to  the  extent  provided  in  subsection  (c)  of  section  313, 
notice  of  all  defaults  known  to  the  trustee,  within  ninety  days  after 
the  occurrence  thereof:  Provided^  That  such  indenture  may  provide 
that,  except  in  the  case  of  default  in  the  payment  of  the  principal  of 
or  interest  on  any  indenture  security,  or  in  the  payment  of  any  sinking 
or  purchase  fund  installment,  the  trustee  shall  be  protected  in  with- 
holding such  notice  if  and  so  long  as  the  board  of  directors,  the  execu- 
tive committee,  or  a  trust  committee  of  directors  and/or  responsible 
officers,  of  the  trustee  in  good  faith  determine  that  the  withholding  of 
such  notice  is  in  the  interests  of  the  indenture  security  holders. 

Duties  of  the  Trustee  in  Case  of  Default 

(c)  The  indenture  to  be  qualified  shall  contain  provisions  requiring 
the  indenture  trustee  to  exercise  in  case  of  default  (as  such  term  is  de- 
fined in  such  indenture)  such  of  the  rights  and  powers  vested  in  it  by 
such  indenture,  and  to  use  the  same  degree  of  care  and  skill  in  their 
exercise,  as  a  prudent  man  would  exercise  or  use  under  the  circum- 
stances in  the  conduct  of  his  own  affairs. 
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Responsibility  of  the  Trustee 

(d)  The  indenture  to  be  qualified  shall  not  contain  any  .provisions 
irelieving  the  indenture  trustee  from  liability  for  its  own  negligent  ac- 
'tion,  its  own  negligent  failure  to  act,  or  its  own  willful  misconduct, 
except  that — 

(1)  such  indenture  may  contain  the  provisions  authorized  by 
paragraphs  (1)  and  (2)  of  subsection  (a)  of  this  section ; 

(2)  such  indenture  may  contain  provisions  protecting  the  in- 
denture trustee  from  liability  for  any  error  of  judgment  made  in 
good  faith  by  a  responsible  officer  or  officers  of  such  trustee,  unless 
it  shall  be  proved  that  such  trustee  was  negligent  in  ascertaining 
the  pertinent  facts ;  and 

(3)  such  indenture  may  contain  provisions  protecting  the  in- 
denture trustee  with  respect  to  any  action  taken  or  omitted  to  be 
taken  by  it  in  good  faith  in  accordance  with  the  direction  of  the 
holders  of  not  less  than  a  majority  in  principal  amount  of  the  in- 
denture securities  at  the  time  outstanding  (determined  as  pro- 
vided in  subsection  (a)  of  section  316)  relating  to  the  time, 
method,  and  place  of  conducting  any  proceeding  for  any  remedy 
available  to  such  trustee,  or  exercising  any  trust  or  power  con- 
ferred upon  such  trustee,  under  such  indenture. 

Undertaking  for  Costs 

(e)  The  indenture  to  be  qualified  may  contain  provisions  to  the 
effect  that  all  parties  thereto,  including  the  indenture  security  holders, 
agree  that  the  court  may  in  its  discretion  require,  in  any  suit  for  the 
enforcement  of  any  right  or  remedy  under  such  indenture,  or  in  any 
suit  against  the  trustee  for  any  action  taken  or  omitted  by  it  as  trustee, 
the  filing  by  any  party  litigant  in  such  suit  of  an  undertaking  to  pay 
the  costs  of  such  suit,  and  that  such  court  may  in  its  discretion  assess 
reasonable  costs,  including  reasonable  attorneys'  fees,  against  any 
party  litigant  in  such  suit,  having  due  regard  to  the  merits  and  good 
faith  of  the  claims  or  defenses  made  by  such  party  litigant :  Provided^ 
That  the  provisions  of  this  subsection  shall  not  apply  to  any  suit  insti- 
tuted by  such  trustee,  to  any  suit  instituted  by  any  indenture  security 
holder,  or  group  of  indenture  security  holders,  holding  in  the  aggre- 
gate more  tlian  10  per  centum  in  principal  amount  of  the  indenture 
securities  outstanding,  or  to  any  suit  instituted  by  any  indenture  secu- 
rity holder  for  the  enforcement  of  the  payment  of  the  principal  of  or 
interest  on  any  indenture  security,  on  or  after  the  respective  due  dates 
expressed  in  such  indenture  security. 

DIRECTIONS  AND  WAIVERS  BY  BONDHOLDERS  ;  PROHIBITION  OF  IMPAIRMENT 
OF  holder's  right  to  PAYMENT 

Sec.  316.  (a)  The  indenture  to  be  qualified  may  contain  provisions — 
(1)  authorizing  the  holders  of  not  less  than  a  majority  in  prin- 
cipal amount  of  the  indenture  securities  at  the  time  outstanding 
(A)  to  direct  the  time,  method,  and  place  of  conducting  any  pro- 
ceeding for  any  remedy  available  to  such  trustee,  or  exercising 
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any  trust  or  power  conferred  upon  such  trustee,  under  such  in- 
denture, or  (B)  on  behalf  of  the  holdoj-s  of  all  such  indenture 
securities,  to  consent  to  the  waiver  of  any  past  default  and  its 
consequences;  or 

(2)   authorizing  the  holders  of  not  less  than  75  per  centum  in 
principal  amount  of  the  indenture  securities  at  the  time  out- 
standing to  consent  on  behalf  of  the  holders  of  all  such  indenture 
securities  to  the  postponement  of  any  interest  payment  for  a 
period  not  exceeding  three  years  from  its  due  date. 
For  the  purposes  of  this  subsection  and  paragraph  (3)  of  subsection 
(d)  of  section  315,  in  determining  whether  the  holders  of  the  required 
principal  amount  of  indenture  securities  have  concurred  in  any  such 
direction  or  consent,  indenture  securities  owned  by  any  obligor  upon 
the  indenture  securities,  or  by  any  person  directly  or  indirectly  con- 
trolling or  controlled  by  or  under  direct  or  indirect  common  control 
with  any  such  obligor,  shall  be  disregarded,  except  that  for  the  pur- 
poses of  determining  whether  the  indenture  trustee  shall  be  protected 
in  relying  on  any  such  direction  or  consent,  only  indenture  securities 
which  such  trustee  knows  are  so  owned  shall  be  so  disregarded. 

(b)  The  indenture  to  be  qualified  shall  provide  that,  notwith- 
standing any  other  provision  thereof,  the  right  of  any  holder  of  any 
indenture  security  to  receive  payment  of  the  principal  of  and  interest 
on  such  indenture  security,  on  or  after  the  respective  due  dat€s  ex- 
pressed in  such  indenture  security,  or  to  institute  suit  for  the  en- 
forcement of  any  such  payment  on  or  after  such  respective  dates, 
shall  not  be  impaired  or  affected  without  the  consent  of  such  holder, 
except  as  to  a  postponement  of  an  interest  payment  consented  to  as 
provided  in  paragraph  (2)  of  subsection  (a),  and  except  that  such 
indenture  may  contain  provisions  limiting  or  denying  the  right  of  any 
such  holder  to  institute  any  such  suit,  if  and  to  the  extent  that  the 
institution  or  prosecution  thereof  or  the  entry  of  judgment  therein 
would,  under  applicable  law,  result  in  the  surrender,  impairment, 
waiver,  or  loss  of  the  lien  of  such  indenture  upon  any  property  sub- 
ject to  such  lien. 

SPECIAL  POWERS  OF  TRUSTEE ;  DUTIES  OF  PAYING  AGENTS 

Sec.  317.  (a)  The  indenture  to  be  qualified  shall  contain  provisions — 

(1)  authorizing  the  indenture  trustee,  in  the  case  of  a  default 
in  payment  of  the  principal  of  any  indenture  security,  when  and 
as  the  same  shall  become  due  and  payable,  or  in  the  case  of  a 
default  in  payment  of  the  interest  on  any  such  security,  when 
and  as  the  same  shall  become  due  and  payable  and  the  continu- 
ance of  such  default  for  such  period  as  may  be  prescribed  in  such 
indenture,  to  recover  judgment,  in  its  own  name  and  as  trustee  \ 
of  an  express  trust,  against  the  obligor  upon  the  indenture  ; 
securities  for  the  whole  amount  of  such  principal  and  interest 
remaining  unpaid ;  and 

(2)  authorizing  such  trustee  to  file  such  proofs  of  claim  and 
other  papers  or  documents  as  may  be  necessary  or  advisable  in 
order  to  have  the  claims  of  such  trustee  and  of  the  indenture 
security  holders  allowed  in  any  judicial  proceedings  relative  to 
the  obligor  upon  the  indenture  securities,  its  creditors,  or  its 
property. 
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(b)  The  indenture  to  be  qualified  shall  provide  that  each  paying 
agent  shall  hold  in  trust  for  the  benefit  of  the  indenture  security 
holders  or  the  indenture  trustee  all  sums  held  by  such  paying  agent 
for  the  payment  of  the  principal  of  or  interest  on  the  indenture  secu- 
rities, and  shall  give  to  such  trustee  notice  of  any  default  by  any 
obligor  upon  the  indenture  securities  in  the  making  of  any  such  pay- 
ment. 

EFFECT  OF  PRESCRIBED  INDENTURE  PROVISIONS 

Sec.  318.  (a)  The  indenture  to  be  qualified  shall  provide  that  if 
any  provision  thereof  limits,  qualifies,  or  conflicts  with  another  pro- 
vision which  is  required  to  be  included  in  such  indenture  by  any  of 
sections  310  to  317,  inclusive,  such  required  provision  shall  control. 

(b)  The  indenture  to  be  qualified  may  contain,  in  addition  to  pro- 
visions specifically  authorized  under  this  title  to  be  included  therein, 
any  other  provisions  the  inclusion  of  which  is  not  in  contravention 
of  any  provision  of  this  title. 

RULES,   REGULATIONS,   AND   ORDERS 

Sec.  319.  (a)  The  Commission  shall  have  authority  from  time  to 
time  to  make,  issue,  amend,  and  rescind  such  rules  and  regulations 
and  such  orders  as  it  may  deem  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors  to  carry  out  the  pro- 
visions of  this  title,  including  rules  and  regulations  defining  account- 
ing, technical,  and  trade  terms  used  in  this  title.  Among  other 
things,  the  Commission  shall  have  authority,  (1)  by  rules  and  regu- 
lations, to  prescribe  for  the  purposes  of  section  310(b)  the  method  (to 
be  fixed  in  indentures  to  be  qualified  under  this  title)  of  calculating 
percentages  of  voting  securities  and  other  securities;  (2)  by  rules 
and  regulations,  to  prescribe  the  definitions  of  the  terms  "cash  trans- 
action" and  "self -liquidating  paper"  which  shall  be  included  in  inden- 
tures to  be  qualified  under^this  title,  which  definitions  shall  include 
such  of  the  creditor  relationships  referred  to  in  paragraphs  (4)  and 
(6)  of  subsection  (b)  of  section  311  as  to  which  the  Commission  deter- 
mines that  the  application  of  subsection  (a)  of  such  section  is  not 
necessary  in  the  public  interest  or  for  the  protection  of  investors, 
having  due  regard  for  the  purposes  of  such  subsection;  and  (3)  for 
the  purposes  of  this  title,  to  prescribe  the  form  or  forms  in  which 
information  required  in  any  statement,  application,  report,  or  other 
document  filed  with  the  Commission  shall  be  set  forth.  For  the  pur- 
pose of  its  rules  or  regulations  the  Commission  may  classify  per- 
sons, securities,  indentures,  and  other  matters  within  its  jurisdiction 
and  prescribe  different  requirements  for  different  classes  of  persons, 
securities,  indentures,  or  matters. 

(b)  Subject  to  the  provisions  of  the  Federal  Register  Act  and 
regulations  prescribed  under  the  authority  thereof,  the  rules  and 
regulations  of  the  Commission  under  this  title  shall  be  effective  upon 
publication  in  the  manner  which  the  Commission  shall  prescribe,  or 
upon  such  later  date  as  mav  be  provided  in  such  rules  and  regulations. 

(c)  No  provision  of  this  title  imposing  any  liabihty  shall  apply 
to  any  act  done  or  omitted  in  good  faith  in  conformity  with  any  rule, 
regulation,  or  order  of  the  Commission,  notwithstanding  that  such 
rule,    regulation,   or   order   may,    after   such    act   or   omission,    be 
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amended  or  rescinded  or  be  determined  by  judicial  or  other  authority 
to  be  invalid  for  any  reason. 

HEARINGS   BY   COMMISSION 

Sec.  320.  Hearings  may  be  public  and  may  be  held  before  the 
Commission,  any  member  or  members  thereof,  or  any  officer  or  officers 
of  the  Commission  designated  by  it,  and  appropriate  records  thereof 
shall  be  kept. 

SPECIAL   POWERS   OF   THE   COMMISSION 

Sec.  321.  (a)  For  the  purpose  of  any  investigation  or  any  other 
proceedmg  which,  in  the  opinion  of  the  Commission,  is  necessary  and 
proper  for  the  enforcement  of  this  title,  any  member  of  the  Commis- 
sion, or  any  officer  thereof  designated  by  it,  is  empowered  to  admin- 
ister oaths  and  affirmations,  subpena  witnesses,  compel  their  attend- 
ance, take  evidence,  and  require  the  production  of  any  books,  papers, 
correspondence,  memoranda,  contracts,  agreements,  or  other  records 
which  the  Commission  deems  relevant  or  material  to  the  inquiry. 
Such  attendance  of  witnesses  and  the  production  of  any  such  books, 
papers,  correspondence,  memoranda,  contracts,  agreements,  or  other 
records  may  be  required  from  any  place  in  the  United  States  or  in 
any  Territory  at  any  designated  place  of  investigation  or  hearing. 
In  addition,  the  Commission  shall  have  the  powers  with  respect  to 
investigations  and  hearings,  and  with  respect  to  the  enforcement  of, 
and  offenses  and  violations  under,  this  title  and  rules  and  regulations 
and  orders  prescribed  under  the  authority  thereof,  provided  in  sec- 
tions 20,  22(b),  and  22(c)  of  the  Securities  Act  of  1933. 

(b)  The  Treasury  Department,  the  Comptroller  of  the  Currency, 
the  Board  of  Governors  of  the  Federal  Reserve  System,  the  Federal 
Reserve  Banks,  and  the  Federal  Denosit  Insurance  Corporation  are 
hereby  authorized,  under  such  conditions  as  they  may  prescribe,  to 
make  available  to  the  Commission  such  reports,  records,  or  other 
information  as  they  may  have  available  with  respect  to  trustees  or 
prospective  trustees  under  indentures  qualified  or  to  be  qualified  under 
this  title,  and  to  make  through  their  examiners  or  other  employees 
for  the  use  of  the  Commission,  examinations  of  such  trustees  or  pro- 
spective trustees.  Every  such  trustee  or  prospective  trustee  shall,  as 
a  condition  precedent  to  qualification  of  such  indenture,  consent  that 
reports  of  examinations  by  Federal,  State,  Territorial,  or  District 
authorities  may  be  furnished  by  such  authorities  to  the  Commission 
upon  request  therefor. 

Notwithstanding  any  provision,  of  this  title,  no  report,  record,  or 
other  information  made  available  to  the  Commission  under  this  sub- 
section, no  report  of  an  examination  made  under  this  subsection  for 
the  use  of  the  Commission,  no  report  of  an  examination  made  of  any 
trustee  or  prospective  trustee  bv  any  Federal,  State,  Territorial,  or 
District  authority  having  jurisdiction  to  examine  or  supervise  such 
trustee,  no  report  made  by  anv  such  trustee  or  prospective  trustee  to 
any  such  authority,  and  no  correspondence  between  anv  such  authority 
and  any  such  trustee  or  prospective  trustee,  shall  be  divulged  or  made 
known  or  available  by  the  Commission  or  any  member,  officer,  agent, 
or  employee  thereof,  to  any  person  other  than  a  member,  officer, 
agent,  or  employee  of  the  Commission :  Provided^  That  the  Commis- 
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sion  may  make  available  to  the  Attorney  General  of  the  United  States, 
in  confidence,  any  information  obtained  from  such  records,  reports  of 
examination,  other  reports,  or  correspondence,  and  deemed  necessary 
by  the  Commission,  or  requested  by  him,  for  the  purpose  of  enabling 
him  to  perform  his  duties  under  this  title. 

(c)  Any  investigation  of  a  prospective  trustee,  or  any  proceeding 
or  requirement  for  the  purpose  of  obtaining  information  regarding  a 
prospective  trustee,  under  any  provision  of  this  title,  shall  be  limited — 

( 1 )  to  determining  whether  such  prospective  trustee  is  qualified 
to  act  as  trustee  under  the  provisions  of  subsection  (b)  of  section 
310; 

(2)  to  requiring  the  inclusion  in  the  registration  statement  or 
application  of  infonnation  with  respect  to  the  eligibility  of  such 
prospective  trustee  imder  paragraph  (1)  of  subsection  (a)  of  such 
section  310 ;  and 

(3)  to  requiring  the  inclusion  in  the  registration  statement  or 
application  of  the  most  recent  published  report  of  condition  of 
such  prospective  trustee,  as  described  in  paragraph  (2)  of  such 
subsection  (a) ,  or,  if  the  indenture  does  not  contain  the  provision 

^  with  respect  to  combined  capital  and  surplus  authorized  by  the 

^f  last  sentence  of  paragraph  (2)  of  subsection  (a)  of  such  section 

310,  to  determining  whether  such  prospective  trustee  is  eligible 

to  act  as  such  under  such  paragraph  (2) . 

(d)  The  provisions  of  section  4  (b)  of  the  Securities  Exchange  Act 
of  1934  shall  be  applicable  with  respect  to  the  power  of  the  Commis- 
sion to  appoint  and  fix  the  compensation  of  such  officers,  attorneys, 
examiners,  and  other  experts,  and  such  other  officers  and  employees,  as 
may  be  necessary  for  carrying  out  its  functions  imder  this  title. 


Sec.  322.  (a)  Orders  of  the  Commission  under  this  title  (including 
orders  pursiiant  to  the  provisions  of  sections  305  (b)  and  307  (c)) 
shall  be  subject  to  review  in  the  same  manner,  upon  the  same  condi- 
tions, and  to  the  same  extent,  as  provided  in  section  9  of  the  Securities 
Act  of  1933,  with  respect  to  orders  of  the  Commission  under  such  Act. 

(b)  Jurisdiction  of  ojQFenses  and  violations  under,  and  jurisdiction 
and  venue  of  suits  and  actions  brought  to  enforce  any  liability  created 
by,  this  title,  or  any  rules  or  regulations  or  orders  prescribed  under 
the  authority  thereof,  shall  be  as  provided  in  section  22  (a)  of  the  Se- 
curities Act  of  1933. 

LIABILITY    FOR    MISLEADING    STATEMENTS 

Sec.  323.  (a)  Any  person  who  shall  make  or  cause  to  be  made  any 
statement  in  any  application,  report,  or  document  filed  with  the  Com- 
mission pursuant  to  any  provisions  of  this  title,  or  any  rule,  regula- 
tion, or  order  thereunder,  which  statement  was  at  the  time  and  in  the 
light  of  the  circumstances  under  which  it  was  made  false  or  mislead- 
ing with  respect  to  any  material  fact,  or  who  shall  omit  to  state  any 
material  fact  required  to  be  stated  therein  or  necessary  to  make  the 
statements  therein  not  misleading,  shall  be  liable  to  any  person  (not 
knowing  that  such  statement  was  false  or  misleading  or  of  such  omis- 
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sion)  who,  in  reliance  upon  such  statement  or  omission,  shall  have  pur- 
chased or  sold  a  security  issued  under  the  indenture  to  which  such  ap- 
plication, report,  or  document  relates,  for  damages  caused  by  such 
reliance,  unless  the  pei-son  sued  shall  prove  that  he  acted  in  good  faith 
and  had  no  knowledge  that  such  statement  w?ls  false  or  misleading  or 
of  such  omission.  xV  person  seeking  to  enforce  such  liability  may  sue 
at  law  or  in  equity  in  any  court  of  competent  jurisdiction.  In  any  such 
suit  the  court  may,  in  its  discretion,  require  an  undertaking  for  the 
payment  of  the  costs  of  such  suit  and  assess  reasonable  costs,  includ- 
ing reasonable  attorneys'  fees,  against  either  party  litigant,  having 
due  regard  to  the  merits  and  good  faith  of  the  suit  or  defense.  No  ac- 
tion shall  be  maintained  to  enforce  any  liability  created  under  this 
section  unless  brought  within  one  year  after  the  discovery  of  the  facts 
constituting  the  cause  of  action  and  within  three  years  after  such 
cause  of  action  accrued. 

(b)  The  rights  and  remedies  provided  by  this  title  shall  be  in  addi- 
tion to  any  and  all  other  nghts  and  remedies  that  may  exist  under  the 
Sec-unties  Act  of  1933,  or  the  Securities  Exchange  Act  of  1934,  or  the 
Public  Utility  Holding  Company  Act  of  1935,  or  otherwise  at  law  or 
in  equity ;  but  no  pei^son  permitted  to  maintain  a  suit  for  damages  un- 
der the  provisions  of  this  title  shall  recover,  through  satisfaction  of 
judgment  in  one  or  more  actions,  a  total  amount  in  excess  of  his  actual 
damages  on  account  of  the  act  complained  of. 

UNLAWFUL    REPRESENTATIONS 

Sec.  324.  It  shall  be  unlawful  for  any  person  in  offering,  selling,  or 
issuing  au}^  security  to  represent  or  imply  in  any  manner  whatsoever 
that  any  action  or  failure  to  act  by  the  Commission  in  the  adminis- 
tration of  this  title  means  that  the  Commission  has  in  any  way  passed 
upon  the  merits  of,  or  given  approval  to,  any  trustee,  indenture  or 
security,  or  any  transaction  or  transactions  therein,  or  that  any  such 
action  or  failui'e  to  act  with  regard  to  any  statement  or  report  filed 
with  or  examined  by  the  Commission  pursuant  to  this  title  or  any  rule, 
regulation,  or  order  thereunder,  has  the  effect  of  a  finding  by  the  Com- 
mission that  such  statement  or  report  is  true  and  accurate  on  its 
face  or  that  it  is  not  false  or  misleading. 

PENALTIES 

Sec.  325.  Any  person  who  willfully  violates  any  provision  of  this 
title  or  any  rule,  regulation,  or  order  thereunder,  or  any  person  who 
willfully,  in  any  application,  report,  or  document  filed  or  required  to 
be  filed  under  the  provisions  of  this  title  or  any  rule,  regulation,  or 
order  thereunder,  m.akes  any  untrue  statement  of  a  material  fact  or 
omits  to  state  any  material  fact  required  to  be  stated  therein  or  neces- 
sary to  make  the  statements  therein  not  misleading,  shall  upon  con- 
viction be  fined  not  more  than  $10,000  or  imprisoned  not  more  than  five 
3-ears,  or  both. 

EFFECT    ON    EXISTING    LAW 

i 

Sec.  326.  Except  as  otherwise  expressly  provided,  nothing  in  this 
title  shall  affect  (1)  the  jurisdiction  of  the  Commission  under  the 
Securities  Act  of  1933,  or  the  Securities  Exchange  Act  of  1934,  or 
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the  Public  Utility  Holding  Company  Act  of  1935,  over  any  person, 
security,  or  contract,  or  (2)  the  rights,  obligations,  duties,  or  liabili- 
ties of  any  pereon  under  such  Acts;  nor  shall  anything  in  this  title 
affect  the  jurisdiction  of  any  other  commission,  board,  agency,  or  offi- 
cer of  the  United  States  or  of  any  State  or  political  subdivision  of  any 
State,  over  any  person  or  security,  insofar  as  such  jurisdiction  does 
not  conflict  Avith  any  provision  of  this  title  or  any  rule,  regulation,  or 
order  thereunder. 

CONTRARY    STTPULATIOXS    VOID 

Sec.  327.  Any  condition,  stipulation,  or  provision  binding  any  per- 
son to  waive  compliance  with  any  provision  of  this  title  or  with  any 
rule,  regulation,  or  order  thereunder  shall  be  void. 

SEPARABILITY    OF    PROVISIONS 

Sec.  328.  If  any  provision  of  this  title  or  the  application  of  such 
provision  to  any  person  or  circumstance  shall  be  held  invalid,  the  re- 
mainder of  the  title  and  the  application  of  such  provision  to  persons 
or  circumstances  other  than  those  as  to  which  it  is  held  invalid  shall  not 
be  affected  thereby. 
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INVESTMENT  COMPANY  ACT  OF  1940 

AN  ACT  To  provide  for  the  registration  and  regulation  of  investment  companies 
and  investment  advisers,  and  for  other  purposes 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,, 

TITLE  I— INVESTMENT  COMPANIES 

FINDINGS  AND  DECLARATION  OF  POLICY 

Sec.  1.  (a)  Upon  the  basis  of  facts  disclosed  by  the  record  and 
reports  of  the  Securities  and  Exchange  Commission  made  pursuant  to 
section  30  of  the  Public  Utility  Holding  Company  Act  of  1935,  and 
facts  otherwise  disclosed  and  ascertained,  it  is  hereby  found  that 
investment  companies  are  affected  with  a  national  public  interest  in 
that,  among  other  things — 

(1)  the  securities  issued  by  such  companies,  which  constitute 
a  substantial  part  of  all  securities  publicly  offered,  are  distributed, 
purchased,  paid  for,  exchanged,  transferred,  redeemed,  and  re- 
purchased by  use  of  the  mails  and  means  and  instrumentalities 
of  interstate  commerce,  and  in  the  case  of  the  numerous  com- 
panies which  issue  redeemable  securities  this  process  of  distribu- 
tion and  redemption  is  continuous ; 

(2)  the  principal  activities  of  such  companies — investing,  rein- 
vesting, and  trading  in  securities — are  conducted  by  use  of  the 
mails  and  means  and  instrumentalities  of  interstate  commerce, 
including  the  facilities  of  national  securities  exchanges,  and  con- 
stitute a  substantial  part  of  all  transactions  effected  in  the  secu- 
rities markets  of  the  Nation ; 

(3)  such  companies  customarily  invest  and  trade  in  securities 
issued  by,  and  may  dominate  and  control  or  otherwise  affect  the 
policies  and  management  of,  companies  engaged  in  business  in 
interstate  commerce; 

(4)  such  companies  are  media  for  the  investment  in  the  national 
economy  of  a  substantial  part  of  the  national  savings  and  may 
have  a  vital  effect  upon  the  flow  of  such  savings  into  the  capital 
markets;  and 

(5)  the  activities  of  such  companies,  extending  over  many 
States,  their  use  of  the  instrumentalities  of  interstate  commerce 
and  the  wide  geographic  distribution  of  their  security  holders, 
make  difficult,  if  not  impossible,  effective  State  regulation  of 
such  companies  in  the  interest  of  investors. 

(b)  Upon  the  basis  of  facts  disclosed  by  the  record  and  reports 
of  the  Securities  and  Exchange  Commission  made  pursuant  to  sec- 
tion 30  of  the  Public  Utility  Holding  Company  Act  of  1935,  and 
facts  otherwise  disclosed  and  ascertained,  it  is  hereby  declared  that 
the  national  public  interest  and  the  interest  of  investors  are  adversely 
affected — 
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(1)  when  investors  purchase,  pay  for,  exchange,  receive  divi- 
dends upon,  vote,  refrain  from  voting,  sell,  or  surrender  securi- 
ties issued  by  investment  companies  without  adequate,  accurate, 
and  explicit  information,  fairly  presented,  concerning  the  char- 
acter of  such  securities  and  the  circumstances,  policies,  and 
financial  responsibility  of  such  companies  and  their  management; 

(2)  when  investment  companies  are  organized,  operated, 
managed,  or  their  portfolio  securities  are  selected,  in  the  interest 
of  directors,  officers,  investment  advisers,  depositors,  or  other 
affiliated  persons  thereof,  in  the  interest  of  underwriters, 
brokers,  or  dealers,  in  the  interest  of  special  classes  of  their 
security  holders,  or  in  the  interest  of  other  investment  com- 
panies or  persons  engaged  in  other  lines  of  business,  rather  than 
in  the  interest  of  all  classes  of  such  companies'  security  holders; 

(3)  when  investment  companies  issue  securities  containing 
inequitable  or  discriminatory  provisions,  or  fail  to  protect  the 
preferences  and  privileges  of  the  holders  of  their  outstanding 
securities ; 

(4)  when  the  control  of  investment  companies  is  unduly  con- 
centrated through  pyramiding  or  inequitable  methods  of  con- 
trol, or  is  inequitably  distributed,  or  when  investment  companies 
are  managed  by  irresponsible  persons; 

(5)  when  investment  companies,  in  keeping  their  accounts, 
in  maintaining  reserves,  and  in  computing  their  earnings  and 
the  asset  value  of  their  outstanding  securities,  employ  unsoimd 
or  misleading  methods,  or  are  not  subjected  to  adequate 
independent  scrutiny; 

(6)  when  investment  companies  are  reorganized,  become  inac- 
tive, or  change  the  character  of  their  business,  or  when  the  con- 
trol or  management  thereof  is  transferred,  without  the  consent 
of  their  security  holders ; 

(7)  when  investment  companies  by  excessive  borrowing  and 
the  issuance  of  excessive  amounts  of  senior  securities  increase 
unduly  the  speculative  character  of  their  junior  securities;  or 

(8)  when  investment  companies  operate  without  adequate 
assets  or  reserves. 

It  is  hereby  declared  that  the  policy  and  purposes  of  this  title,  in 
accordance  with  which  the  provisions  of  this  title  shall  be  inter- 
preted, are  to  mitigate  and,  so  far  as  is  feasible,  to  eliminate  the 
conditions  enumerated  in  this  section  which  adversely  affect  the 
national  public  interest  and  the  interest  of  investors. 

GENERAL   DEFINITIONS 

Sec.  2.  (a)  When  used  in  this  title,  unless  the  context  otherwise 
requires — 

(1)  "Advisory  board"  means  a  board,  whether  elected  or  appointed, 
which  is  distinct  from  the  board  of  directors  or  board  of  trustees,  of 
ah  investment  company,  and  which  is  composed  solely  of  persons  who 
do  not  serve  such  company  in  any  other  capacity,  whether  or  not  the 
functions  of  such  board  are  such  as  to  render  its  members  "directors" 
within  the  definition  of  that  term,  which  board  has  advisory  functions 
as  to  investments  but  has  no  power  to  determine  that  any  security  or 
other  investment  shall  be  purchased  or  sold  by  such  company. 


217 

(2)  "Affiliated  company"  means  a  company  which  is  an  affiliated 
person. 

(3)  "Affiliated  person"  of  another  person  means  (A)  any  person 
directly  or  indirectly  owning,  controlling,  or  holding  with  power  to 
vote,  5  per  centum  or  more  of  the  outstanding  voting  securities  of  such 
other  person;  (B)  any  person  5  per  centum  or  more  of  whose  out- 
standing voting  securities  are  directly  or  indirectly  owned,  controlled, 
or  held  with  power  to  vote,  by  such  other  person;  (C)  any  person 
directly  or  indirectly  controlling,  controlled  by,  or  under  common 
control  with,  such  other  person;  (D)  any  officer,  director,  partner, 
copartner,  or  employee  of  such  other  person ;  (E)  if  such  other  person 
is  an  investment  company,  any  investment  adviser  thereof  or  any 
member  of  an  advisory  board  thereof;  and  (F)  if  such  other  person  is 
an  unincorporated  investment  company  not  having  a  board  of  direc- 
tors, the  depositor  thereof. 

(4)  "Assignment"  includes  any  direct  or  indirect  transfer  or  hy- 
pothecation of  a  contract  or  chose  in  action  by  the  assignor,  or  of  a  con- 
trolling block  of  the  assignor's  outstanding  voting  securities  by  a 
security  holder  of  the  assignor;  but  does  not  include  an  assignment 
of  partnership  interests  incidental  to  the  death  or  withdrawal  of  a 
minority  of  the  members  of  the  partnership  having  only  a  minority 
interest  in  the  partnership  business  or  to  the  admission  to  the  partner- 
ship of  one  or  more  members  who,  after  such  admission,  shall  be  only 
a  minority  of  the  members  and  shall  have  only  a  minority  interest  in 
the  business. 

(5)  "Bank"  means  (A)  a  banking  institution  organized  under  the 
laws  of  the  United  States,  (B)  a  member  bank  of  the  Federal  Reserve 
System,  (C)  any  other  banking  institution  or  trust  company,  whether 
incorporated  or  not,  doing  business  under  the  laws  of  any  State  or  of 
the  United  States,  a  substantial  portion  of  the  business  of  which  con- 
sists of  receiving  deposits  or  exercising  fiduciary  powers  similar  to 
those  permitted  to  national  banks  under  the  authority  of  the  Comp- 
troller of  the  Currency,  and  which  is  supervised  and  examined  by 
State  or  Federal  authority  having  supervision  over  banks,  and  which 
is  not  operated  for  the  purpose  of  evading  the  provisions  of  this  title, 
and  (D)  a  receiver,  conservator,  or  other  liquidating  agent  of  any 
institution  or  firm  included  in  clauses  (A),  (B),  or  (C)  of  this 
paragraph. 

(6)  "Broker"  means  any  person  engaged  in  the  business  of  effect- 
ing transactions  in  securities  for  the  account  of  others,  but  does  not 
include  a  bank  or  any  person  solely  by  reason  of  the  fact  that  such 
person  is  an  underwriter  for  one  or  more  investment  companies. 

(7)  "Commission"  means  the  Securities  and  Exchange  Commission. 

(8)  "Company"  means  a  corporation,  a  partnership,  an  associa- 
tion, a  joint-stock  company,  a  trust,  a  fund,  or  any  organized  group 
of  persons  whether  incorporated  or  not;  or  any  receiver,  trustee  in 
bankruptcy  or  similar  official  or  any  liquidating  agent  for  any  of 
the  foregoing,  in  his  capacity  as  such. 

(9)  "Control"  means  the  power  to  exercise  a  controlling  influence 
over  the  management  or  policies  of  a  company,  unless  such  power 
is  solely  the  result  of  an  official  position  with  such  company. 

Any  person  who  owns  beneficially,  either  directly  or  through  one 
or  more  controlled  companies,  more  than  25  per  centum  of  the  voting 
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securities  of   a  company  shall  be  presumed  to  control  such  com- 
pany. Any  person  who  does  not  so  own  more  than  25  per  centum 
of  the  voting  securities  of  any  company  shall  be  presumed  not  to 
control  such  company.  A  natural  person  shall  be  presumed  not  to 
be  a  controlled  person  within  the  meaning  of  this  title.  Any  such 
presumption  may  be  rebutted  by  evidence,  but  except  as  hereinafter 
provided,  shall  continue  until  a  determination  to  the  contrary  made 
by  the  Commission  by  order  either  on  its  own  motion  or  on  applica- 
tion by  an  interested  person.  If  an  application  filed  hereunder  is 
not  granted  or  denied  by  the  Commission  within  sixty  days  after 
filing  thereof,  the  determination  sought  by  the  application  shall  be 
deemed  to  have  been  temporarily  granted  pending  final  determina- 
tion of  the  Commission  thereon.   The  Commission,  upon  its  own 
motion  or  upon  application,  may  by  order  revoke  or  modify  any 
order  issued  under  this  paragraph  whenever  it  shall  find  that  the 
determination  embraced  in  such  original  order  is  no  longer  consistent 
with  the  facts. 

(10)  "Convicted"  includes  a  verdict,  judgment,  or  plea  of  guilty, 
or  a  finding  of  guilt  on  a  plea  of  nolo  contendere,  if  such  verdict, 
judgment,  plea,  or  finding  has  not  been  reversed,  set  aside,  or  with- 
drawn, whether  or  not  sentence  has  been  imposed. 

(11)  "Dealer"  means  any  person  regularly  engaged  in  the  business 
of  buying  and  selling  securitie^s  for  his  own  account,  through  a 
broker  or  otherwise,  but  does  not  include  a  bank,  insurance  com- 
pany, or  investment  company,  or  any  person  insofar  as  he  is  engaged 
in  investing,  reinvesting,  or  trading  in  securities,  or  in  owning  or 
holding  securities,  for  his  own  account,  either  individually  or  in 
some  fiduciary  capacity,  but  not  as  a  part  of  a  regular  business. 

(12)  "Director"  means  any  director  of  a  corporation  or  any  person 
performing  similar  functions  with  respect  to  any  organization, 
whether  incorporated  or  unincorporated,  including  any  natural  per- 
son who  is  a  member  of  a  board  of  trustees  of  a  management  com- 
pany created  as  a  common-law  trust. 

(13)  "Employees'  securities  company"  means  any  investment  com- 
pany or  similar  issuer  all  of  the  outstanding  securities  of  which 
(other  than  short-term  paper)  are  beneficially  owned  (A)  by  the 
employees  or  persons  on  retainer  of  a  single  employer  or  of  two  or 
more  employers  each  of  which  is  an  affiliated  company  of  the  other, 
(B)  by  former  employees  of  such  employer  or  employers,  (C)  by 
members  of  the  immediate  family  of  such  employees,  persons  on 
retainer,  or  former  employees,  (Dj  by  any  two  or  more  of  the  fore- 
going classes  of  persons,  or  (E)  by  such  employer  or  employers 
together  with  any  one  or  more  of  the  foregoing  classes  of  persons. 

(14)  "Exchange"  means  anv  organization,  association,  or  group  of 
persons,  whether  incorporated  or  unincorporated,  which  constitutes, 
maintains,  or  provides  a  market  place  or  facilities  for  bringing 
together  purchasers  and  sellers  of  securities  or  for  otlierwise  per- 
forming with  respect  to  securities  the  functions  commonly  performed 
by  a  stock  exchange  as  that  term  is  generally  understood,  and  includes 
the  market  place  and  the  market  facilities  maintained  by  such 
exchange. 

(15)  "Face-amount  certificate"  means  any  certificate,  investment 
contract,  or  other  security  which  represents  an  obligation  on  the  nart 
of  its  issuer  to  pay  a  stated  or  determinable  sum  or  sums  at  a  fixed 
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or  determinable  date  or  dates  more  than  twenty-four  months  after 
the  date  of  issuance,  in  consideration  of  the  payment  of  periodic 
installments  of  a  stated  or  determinable  amount  (which  security  shall 
be  known  as  a  face-amount  certificate  of  the  "installment  type") ; 
or  any  security  which  represents  a  similar  obligation  on  the  part  of 
a  face-amount  certificate  company,  the  consideration  for  which  is  the 
payment  of  a  single  lump  sum  (which  security  shall  be  known  as  a 
"fully  paid''  face-amount  certificate.) 

(16)  "Government  security"  means  any  security  issued  or  guar- 
anteed as  to  principal  or  interest  by  the  United  States,  or  by  a 
person  controlled  or  supervised  by  and  acting  as  an  instrumentality 
of  the  Government  of  the  United  States  pursuant  to  authority  granted 
by  the  Congress  of  the  United  States ;  or  any  certificate  of  deposit  for 
any  of  the  foregoing. 

(17)  "Insurance  company"  means  a  company  which  is  organized 
as  an  insurance  company,  whose  primary  and  predominant  business 
activity  is  the  writing  of  insurance  or  the  reinsuring  of  risks  under- 
written by  insurance  companies,  and  which  is  subject  to  supervision 
by  the  insurance  commissioner  or  a  similar  official  or  agency  of  a 
State;  or  any  receiver  or  similar  official  or  any  liquidating  agent  for 
such  a  company,  in  his  capacity  as  such. 

(18)  "Interstate  commerce"  means  trade,  commerce,  transporta- 
tion, or  communication  among  the  several  States,  or  between  any 
foreign  country  and  any  State,  or  between  any  State  and  any  place 
or  ship  outside  thereof. 

(19)  "Interested  person"  of  another  person  means — 

(A)  when  used  with  respect  to  an  investment  company — 
(i)  any  affiliated  person  of  such  company, 

(II)  any  member  of  the  immediate  family  of  any  natural 
person  who  is  an  affiliated  person  of  such  company, 

(III)  any  interested  person  of  any  investment  adviser  of 
or  principal  underwriter  for  such  company, 

(iv)  any  person  or  partner  or  employee  of  any  person  who 
at  any  time  since  the  beginning  of  the  last  two  fiscal  years 
of  such  companv  has  acterl  as  lesral  counsel  for  such  company, 
(v)  any  broker  or  dealer  refristered  under  the  Securities 
Exchange  Act  of  1934  or  any  affiliated  person  of  such  a  broker 
or  dealer,  and 

(vi)  any  natural  person  whom  the  Commission  by  order 
shall  have  determined  to  be  an  interested  person  by  reason  of 
having  had,  at  any  time  since  the  beginnino-  of  the  last  two 
fiscal  years  of  such  company,  a  material  business  or  "pro- 
fessional rplationship  with  such  company  or  with  the  princi- 
pal executive  officer  of  such  company  or  with  any  other 
investment  company  havinsr  the  same  investment  adviser  or 
princinal  underwriter  or  with  the  principal  executive  officer 
of  such  other  investment  company: 
Provided.  That  no  person  shall  be  depmed  to  be  an  interested 
person  of  an  investment  companv  solely  by  reason  of  (aa)  his 
being  a  member  of  its  board  of  directors  or  advisory  board  or  an 
owner  of  its  securities,  or  (bb)  his  membership  in  the  immediate 
family  of  any  person  specified  in  clause  (aa)  of  this  proviso:  and 
(V>)   when  used  with  respect  to  an  investment  adviser  of  or 
principal  underwriter  for  any  investment  company — 
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(i)  any  affiliated  person  of  such  investment  adviser  or 
principal  underwriter, 

(ii)  any  member  of  the  immediate  family  of  any  natural 
person  who  is  an  affiliated  person  of  such  investment  adviser 
or  principal  underwriter, 

(iii)  any  person  who  knowin^lv  has  any  direct  or  indirect 
beneficial  interest  in,  or  who  is  designated  as  trustee,  executor, 
or  guardian  of  any  legal  interest  in,  any  security  issued  either 
by  such  investment  adviser  or  principal  underwriter  or  by 
a  controlling  person  of  such  investment  adviser  or  principal 
underwriter, 

(iv)  any  person  or  partner  or  employee  of  any  person 
who  at  any  time  since  the  beginning  of  the  last  two  fiscal 
years  of  such  investment  company  has  acted  as  legal  counsel 
for  such  investment  adviser  or  principal  underwriter, 

(v)  any  broker  or  dealer  resristered  under  the  Securities 
Exchange  Act  of  1934  or  any  affiliated  person  of  such  a  broker 
or  dealer,  and 

(vi)  any  natural  person  whom  the  Commission  by  order 
shall  have  determined  to  be  an  interested  person  by  reason 
of  having  had  at  any  time  since  the  beginning  of  the  last 
two  fiscal  years  of  such  investment  company  a  material  busi- 
ness or  profcvssional  relationship  with  such  investment  adviser 
or  principal  underwriter  or  with  the  principal  executive 
officer  or  any  controlling  pei^son  of  such  investment  adviser 
or  principal  underwriter. 
For  the  purposes  of  this  paragraph  (19),  "member  of  the  immediate 
family"  means  any  parent,  spouse  of  a  parent,  child,  spouse  of  a  child, 
spouse,  brother,  or  sister,  and  includes  step  and  adoptive  relation- 
ships. The  Commission  may  modify  or  revoke  any  order  issued  under 
clause  (vi)  of  subparagraph  (A)  or  (B)  of  this  paragraph  whenever 
it  finds  that  such  order  is  no  longer  consistent  with  the  facts.  No 
order  issued  pursuant  to  clause  (vi)  of  subparagraph  (A)  or  (B) 
of  this  paragraph  shall  become  effective  until  at  least  sixty  days 
after  the  entry  thereof,  and  no  such  order  shall  affect  the  status  of 
any  person  for  the  purposes  of  this  title  or  for  any  other  purpose 
for  any  period  prior  to  the  effective  date  of  such  order. 

(20)  "Investment  adviser"  of  an  investment  company  means  (A) 
any  person  (other  than  a  bona  fide  officer,  director,  trustee,  member  of 
an  advisory  board,  or  employee  of  such  company,  as  such)  who  pur- 
suant to  contract  with  such  company  regularly  furnishes  advice  to 
such  company  with  respect  to  the  desirability  of  investing  in,  purchas- 
ing or  selling  securities  or  other  property,  or  is  empowered  to  deter- 
mine what  securities  or  other  property  shall  be  purchased  or  sold  by 
such  company,  and  (B)  any  other  person  who  pursuant  to  contract 
with  a  person  described  in  clause  (A)  regularly  performs  substantially 
all  of  the  duties  undertaken  by  such  person  described  in  clause  (A) ; 
but  does  not  include  (i)  a  person  whose  advice  is  furnished  solely 
through  uniform  publications  distributed  to  subscribers  thereto,  (ii) 
a  person  who  furnishes  only  statistical  and  other  factual  information, 
advice  regarding  economic  factors  and  trends,  or  advice  as  to  occa- 
sional transactions  in  specific  securities,  but  without  generally  fur- 
nishing advice  or  making  recommendations  regarding  the  purchase  or 
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sale  of  securities,  (iii)  a  company  furnishing  such  services  at  cost  to 
one  or  more  investment  companies,  insurance  companies,  or  other 
financial  institutions,  (iv)  any  person  the  character  and  amount  of 
whose  compensation  for  such  services  must  be  approved  by  a  court, 
or  (v)  such  other  persons  as  the  Commission  may  by  rules  and  recjula- 
tions  or  order  determine  not  to  be  within  the  intent  of  this  definition. 

(21)  "Investment  banker"  means  any  person  engaged  in  the  busi- 
ness of  underwriting  securities  issued  by  other  persons,  but  does  not 
include  an  investment  company,  any  person  who  acts  as  an  underwriter 
in  isolated  transactions  but  not  as  a  part  of  a  regular  business,  or  any 
person  solely  by  reason  of  the  fact  that  such  person  is  an  underwriter 
for  one  or  more  investment  companies. 

(22)  "Issuer"  means  every  person  who  issues  or  proposes  to  issue 
any  security,  or  has  outstanding  any  security  which  it  has  issued. 

(23)  "Lend"  includes  a  purchase  coupled  with  an  agreement  by  the 
vendor  to  repurchase ;  "borrow"  includes  a  sale  coupled  with  a  similar 
agreement. 

(24)  "Majority-owned  subsidiary"  of  a  person  means  a  company 
50  per  centum  or  more  of  the  outstanding  voting  securities  of  which 
are  owned  by  such  person,  or  by  a  company  which,  within  the  meaning 
of  this  paragraph,  is  a  majority-owned  subsidiary  of  such  person. 

(25)  "Means  or  instrumentality  of  interstate  commerce"  includes 
any  facility  of  a  national  securities  exchange. 

(26)  "National  securities  exchange"  means  an  exchange  registered 
under  section  6  of  the  Securities  Exchange  Act  of  1934. 

(27)  "Periodic  payment  plan  certificate"  means  (A)  any  certifi- 
cate, investment  contract,  or  other  security  providing  for  a  series  of 
periodic  payments  by  the  holder,  and  representing  an  undivided 
interest  in  certain  specified  securities  or  in  a  unit  or  fund  of  securities 
purchased  wholly  or  partly  with  the  proceeds  of  such  payments,  and 
(B)  any  security  the  issuer  of  which  is  also  issuing  securities  of  the 
character  descriJDed  in  clause  (A)  and  the  holder  of  which  has  sub- 
stantially the  same  rights  and  privileges  as  those  which  holders  of 
securities  of  the  character  described  in  clause  (A)  have  upon  com- 
pleting the  periodic  payments  for  which  such  securities  provide. 

( 28 )  "Person"  means  a  natural  person  or  a  company. 

(29)  "Principal  underwriter"  of  or  for  any  investment  company 
other  than  a  closed-end  company,  or  of  any  security  issued  by  such 
a  company,  means  any  underwriter  who  as  principal  purchases  from 
such  company,  or  pursuant  to  contract  has  the  right  (whether  abso- 
lute or  conditional)  from  time  to  time  to  purchase  from  such  com- 
pany, any  such  security  for  distribution,  or  who  as  agent  for  such 
company  sells  or  has  the  right  to  sell  any  such  security  to  a  dealer 
or  to  the  public  or  both,  but  does  not  include  a  dealer  who  purchases 
from  such  company  through  a  principal  underwriter  acting  as  agent 
for  such  company.  "Principal  underwriter"  of  or  for  a  closed-end 
company  or  any  issuer  which  is  not  an  investment  company,  or  of 
any  security  issued  by  such  a  company  or  issuer,  means  any  under- 
writer who,  in  connection  with  a  primary  distribution  of  securities, 
(A)  is  in  privitv  of  contract  with  the  issuer  or  an  affiliated  person 
of  the  issuer;  (B)  acting  alone  or  in  concert  with  one  or  more  other 
persons,  initiates  or  directs  the  formation  of  an  underwriting  syndi- 
cate; or  (C)  is  allowed  a  rate  of  gross  commission,  spread,  or  other 
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profit  greater  than  the  rate  allowed  another  underwriter  participat- 
ing in  the  distribution. 

(30)  "Promoter"  of  a  company  or  a  proposed  company  means  a 
person  who,  acting  alone  or  in  concert  with  other  persons,  is  initiat- 
ing or  directing,  or  has  within  one  year  initiated  or  directed,  the 
organization  of  such  company. 

(31)  "Prospectus",  as  used  in  section  22,  means  a  written  prospectus 
intended  to  meet  the  requirements  of  section  10  (a)  of  the  Securities 
Act  of  1933  and  currently  in  use.  As  used  elsewhere,  "prospectus" 
means  a  prospectus  as  defined  in  the  Securities  Act  of  1933. 

(32)  "Redeemable  security"  means  any  security,  other  than  short- 
term  paper,  under  the  terms  of  which  the  holder,  upon  its  presenta- 
tion to  the  issuer  or  to  a  person  designated  by  the  issuer,  is  entitled 
(whether  absolutely  or  only  out  of  surplus)  to  receive  approximately 
his  proportionate  share  of  the  issuer's  current  net  assets,  or  the  cash 
equivalent  thereof. 

(33)  "Reorganization"  means  (A)  a  reorganization  under  the 
supervision  of  a  court  of  competent  jurisdiction;  (B)  a  merger  or 
consolidation;  (C)  a  sale  of  75  per  centum  or  more  in  value  of  the 
assets  of  a  company;  (D)  a  restatement  of  the  capital  of  a  com- 
pany, or  an  exchange  of  securities  issued  by  a  company  for  any  of  its 
own  outstanding  securities;  (E)  a  voluntary  dissolution  or  liquida- 
tion of  a  company;  (F)  a  recapitalization  or  other  procedure  or 
transaction  which  has  for  its  purpose  the  alteration,  modification,  or 
elimination  of  any  of  the  rights,  preferences,  or  privile<Tes  of  any 
class  of  securities  issued  by  a  company,  as  provided  in  its  charter  or 
other  instrument  creating  or  defining  such  rights,  preferences,  and 
privileges;  (G)  an  exchanfire  of  securities  issued  by  a  company  for 
outstanding  securities  issued  by  another  company  or  companies,  pre- 
liminary to  and  for  the  purpose  of  effecting  or  consummating  any  of 
the  foregoing;  or  (H)  any  exchange  of  securities  by  a  company  which 
is  not  an  investment  company  for  securities  issued  by  a  registered 
investment  companv. 

(34)  "Sale",  "sell",  "offer  to  sell",  or  "offer  for  sale"  includes  every 
contract  of  sale  or  disposition  of,  attempt  or  offer  to  dispose  of,  or 
solicitation  of  an  offer  to  buy,  a  security  or  interest  in  a  security,  for 
value.  Any  security  given  or  delivered  with,  or  as  a  bonus  on  account 
of,  any  purchase  of  securities  or  any  other  thing,  shall  be  conclusively 
presumed  to  constitute  a  part  of  the  subject  of  such  purchase  and  to 
have  been  sold  for  value. 

(35)  "Sales  load"  means  the  difference  between  the  price  of  a 
security  to  the  public  and  that  portion  of  the  proceeds  from  its  sale 
which  is  received  and  invested  or  held  for  investment  by  the  issuer 
(or  in  the  case  of  a  unit  investment  trust,  by  the  depositor  or  trustee), 
less  any  portion  of  such  difference  deducted  for  trustee's  or  custo- 
dian's fees,  insurance  premiums,  issTie  taxes,  or  administrative 
expenses  or  fees  which  are  not  properly  chargeable  to  sales  or  promo- 
tional activities.  In  the  case  of  a  periodic  payment  plan  certificate, 
"sales  load"  includes  the  sales  load  on  any  investment  company  securi- 
ties in  which  the  payments  made  on  such  certificate  are  invested,  as 
well  as  the  sales  load  on  the  certificate  itself. 

(36)  "Security"  means  any  note,  stock,  treasury  stock,  bond, 
debenture,  evidence  of  indebtedness,  certificate  of  interest  or  partici- 
pation in  any  profit-sharing  agreement,  collateral -trust  certificate, 
preorganization  certificate  or  subscription,  transferable  share,  invest- 
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ment  contract,  voting-trust  certificate,  certificate  of  deposit  for  a 
security,  fractional  undivided  interest  in  oil,  gas,  or  other  mineral 
rights,  or,  in  general,  any  interest  or  instrument  commonly  known  as 
a  "security",  or  any  certificate  of  interest  or  participation  in,  tem- 
porary or  interim  certificate  for,  receipt  for,  guarantee  of,  or  warrant 
or  right  to  subscribe  to  or  purchase,  any  of  the  foregoing. 

(37)  "Separate  account"  means  an  account  established  and  main- 
tained by  an  insurance  company  pursuant  to  the  laws  of  any  State 
or  territory  of  the  United  States,  or  of  Canada  or  any  province  thereof, 
under  which  income,  gains  and  losses,  whether  or  not  realized,  from 
assets  allocated  to  such  account,  are,  in  accordance  with  the  applicable 
contract,  credited  to  or  charged  against  such  account  without  regard 
to  other  income,  gains,  or  losses  of  the  insurance  company. 

(38)  "Short-term  paper"  means  any  note,  draft,  bill  of  exchange, 
or  banker's  acceptance  payable  on  demand  or  having  a  maturity  at 
the  time  of  issuance  of  not  exceeding  nine  months,  exclusive  of  days 
of  grace,  or  any  renewal  thereof  payable  on  demand  or  having  a 
maturity  likewise  limited;  and  such  other  classes  of  securities,  of  a 
commercial  rather  than  an  investment  character,  as  the  Commission 
may  designate  by  rules  and  regulations. 

(39)  "State"  means  any  State  of  the  United  States,  the  District  of 
Columbia,  Puerto  Rico,  the  Canal  Zone,  the  Virgin  Islands,  or  any 
other  possession  of  the  United  States.^ 

(40)  "Underwriter"  means  any  person  who  has  purchased  from 
an  issuer  with  a  view  to,  or  sells  for  an  issuer  in  connection  with,  the 
distribution  of  any  security,  or  participates  or  has  a  direct  or  indirect 
participation  in  any  such  undertaking,  or  participates  or  has  a  par- 
ticipation in  the  direct  or  indirect  underwriting  of  any  such  under- 
taking; but  such  term  shall  not  include  a  person  whose  interest  is 
limited  to  a  commission  from  an  underwriter  or  dealer  not  in  excess 
of  the  usual  and  customary  distributor's  or  seller's  commission.  As 
used  in  this  paragraph  the  term  "issuer"  shall  include,  in  addition  to 
an  issuer,  any  person  directly  or  indirectly  controlling  or  controlled 
by  the  issuer,  or  any  person  under  direct  or  indirect  common  con- 
trol with  the  issuer.  When  the  distribution  of  the  securities  in  respect 
of  which  any  person  is  an  underwriter  is  completed  such  person  shall 
cease  to  be  an  underwriter  in  respect  of  such  securities  or  the  issuer 
thereof. 

(41)  "Value",  with  respect  to  assets  of  registered  investment  com- 
panies, except  as  provided  in  subsection  (b)  of  section  28  of  this  title, 
means — 

(A)  as  used  in  sections  3,  5,  and  12  of  this  title,  (i)  with 
respect  to  securities  owned  at  the  end  of  the  last  preceding  fiscal 
quarter  for  which  market  quotations  are  readily  available,  the 
market  value  at  the  end  of  such  quarter;  (ii)  with  respect  to 
other  securities  and  assets  owned  at  the  end  of  the  last  precedmg 
fiscal  quarter,  fair  value  at  the  end  of  such  quarter,  as  deter- 
mined in  good  faith  by  the  board  of  directors;  and  (in)  with 
respect  to  securities  and  other  assets  acquired  after  the  end  of 
the  last  preceding  fiscal  quarter,  the  cost  thereof ;  and 

(B)  as  used  elsewhere  in  this  title,  (i)  with  respect  to  secu- 
rities for  which  market  quotations  are  readily  available,  the 

1  "The  words  "Philippine  Islands"  were  deleted  from  the  definition  of  the  tenn  "State" 
on  the  basis  of  Presidential  Proclamation  No.  2695.  effective  July  4,  1946  (11  t.K.  mii  , 
60  Stat.  1352),  which  granted  independence  to  the  Philippine  Islands. 
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market  value  of  such  securities;  and  (ii)  with  respect  to  other 
securities  and  assets,  fair  value  as  determined  in  good  faith  by 
the  board  of  directors ; 
in  each  case  as  of  such  time  or  times  as  determined  pursuant  to  this 
title,  and  the  rules  and  regulations  issued  by  the  Commission  hereunder. 
Notwithstanding  the  fact  that  market  quotations  for  securities  issued 
by  controlled  companies  are  available,  the  board  of  directors  may  in 
good  faith  determine  the  value  of  such  securities :  Provided^  That  the 
value  so  determined  is  not  in  excess  of  the  higher  of  market  value  or 
asset  value  of  such  securities  in  the  case  of  majority-owned  subsid- 
iaries, and  is  not  in  excess  of  market  value  in  the  case  of  other  controlled 
companies. 

For  purposes  of  the  valuation  of  those  assets  of  a  registered  diver- 
sified company  which  are  not  subject  to  the  limitations  provided  for 
in  section  5(b)  (1),  the  Commission  may,  by  rules  and  regulations  or 
orders,  permit  any  security  to  be  carried  at  cost,  if  it  shall  determine 
that  such  procedure  is  consistent  with  the  general  intent  and  purposes 
of  this  title.  For  purposes  of  sections  5  and  12,  in  lieu  of  values  deter- 
mined as  provided  in  clause  (A)  above,  the  Commission  shall  by  rules 
and  regulations  permit  valuation  of  securities  at  cost  or  other  basis 
in  cases  where  it  may  be  more  convenient  for  such  company  to  make 
its  computations  on  such  basis  by  reason  of  the  necessity  or  desirability 
of  complying  with  the  provisions  of  any  United  States  revenue  laws-or 
rules  and  regulations  issued  thereunder,  or  the  laws  or  the  rules  and 
regulations  issued  thereunder  of  any  State  in  which  the  securities  of 
such  company  may  be  qualified  for  sale. 

The  foregoing  definition  shall  not  derogate  from  the  authority  of 
the  Commission  with  respect  to  the  reports,  information,  and  docu- 
ments to  be  filed  with  the  Commission  by  any  registered  company,  or 
with  respect  to  the  accounting  policies  and  principles  to  be  followed  by 
any  such  company,  as  provided  in  sections  8, 30,  and  31. 

(42)  "Voting  security"  means  any  security  presently  entitling  the 
owner  or  holder  thereof  to  vote  for  the  election  of  directors  of  a  com- 
pany. A  specified  percentage  of  the  outstanding  voting  securities  of  a 
company  means  such  amount  of  its  outstanding  voting  securities  as 
entitles  the  holder  or  holders  thereof  to  cast  said  specified  percentage  of 
the  aggregate  votes  which  the  holders  of  all  the  outstanding  voting 
securities  of  such  company  are  entitled  to  cast.  The  vote  of  a  majority 
of  the  outstanding  voting  securities  of  a  company  means  the  vote,  at 
the  annual  or  a  special  meeting  of  the  security  holders  of  such  company 
duly  called,  (A)  of  67  per  centum  or  more  of  the  voting  securities 
present  at  such  meeting,  if  the  holders  of  more  than  50  per  centum  of 
the  outstanding  voting  securities  of  such  company  are  present  or  rep- 
resented by  proxy;  or  (B)  of  more  than  50  per  centum  of  the  out- 
standing voting  securities  of  such  company,  whichever  is  the  less. 

(43)  "Wholly -owned  subsidiary"  of  a  person  means  a  company 
95  per  centum  or  more  of  the  outstanding  voting  securities  of  which 
are  owned  by  such  person,  or  by  a  company  which,  within  the  meaning 
of  this  paragraph,  is  a  wholly-owned  subsidiary  of  such  person. 

(44)  "Securities  Act  of  1933",  "Securities  Exchange  Act  of  1934", 
"Public  Utility  Holding  Company  Act  of  1935",  and  "Trust  Inden- 
ture Act  of  1939"  means  those  Acts,  respectively,  as  heretofore  or 
hereafter  amended. 
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(45)  "Savings  and  loan  association"  means  a  savings  and  loan  asso- 
ciation, building  and  loan  association,  cooperative  bank,  homestead 
association,  or  similar  institution,  which  is  supervised  and  examined 
by  State  or  Federal  authority  having  supervision  over  any  such  insti- 
tution, and  a  receiver,  conservator,  or  other  liquidating  agent  of  any 
such  institution. 

(b)  No  provision  in  this  title  shall  apply  to,  or  be  deemed  to 
include,  the  United  States,  a  State,  or  any  political  subdivision  of  a 
State,  or  any  agency,  authority,  or  instrumentality  of  any  one  or  more 
of  the  foregoing,  or  any  corporation  which  is  wholly  owned  directly 
or  indirectly  by  any  one  or  more  of  the  foregoing,  or  any  officer, 
agent,  or  employee  of  any  of  the  foregoing  acting  as  sucn  in  the 
course  of  his  official  duty,  unless  such  provision  makes  specific  ref- 
erence thereto. 

DEFINITION    OF   INVESTMENT   COMPANY 

Sec.  3.  (a)  When  used  in  this  title,  "investment  company"  means 
any  issuer  which — 

(1)  is  or  holds  itself  out  as  being  engaged  primarily,  or  pro- 
poses to  engage  primarily,  in  the  business  of  investing, 
reinvesting,  or  trading  in  securities ; 

(2)  is  engaged  or  proposes  to  engage  in  the  business  of  issuing 
face- amount  certificates  of  the  installment  type,  or  has  been 
engaged  in  such  business  and  has  any  such  certificate  outstand- 
ing; or 

(3)  is  engaged  or  proposes  to  engage  in  the  business  of  invest- 
ing, reinvesting,  owning,  holding,  or  trading  in  securities,  and 
owns  or  proposes  to  acquire  investment  securities  having  a  value 
exceeding  40  per  centum  of  the  value  of  such  issuer's  total  assets 
(exclusive  of  Government  securities  and  cash  items)  on  an 
unconsolidated  basis. 

As  used  in  this  section,  "investment  securities"  includes  all  securities 
except  (A)  Government  securities,  (B)  securities  issued  by  employees' 
securities  companies,  and  (C)  securities  issued  by  majority-owned 
subsidiaries  of  the  owner  which  are  not  investment  companies. 

(b)  Notwithstanding  paragraph  (3)  of  subsection  (a),  none  of  the 
following  persons  is  an  investment  company  within  the  meaning  of 
this  title: 

(1)  Any  issuer  primarily  engaged,  directly  or  through  a  wholly- 
owned  subsidiary  or  subsidiaries,  in  a  business  or  businesses  other 
than  that  of  investing,  reinvesting,  owning,  holding,  or  trading  in 
securities. 

(2)  Any  issuer  which  the  Commission,  upon  application  by  such 
issuer,  finds  and  by  order  declares  to  be  primarily  engaged  in  a 
business  or  businesses  other  than  that  of  investing,  reinvesting,  own- 
ing, holding,  or  trading  in  securities  either  directly  or  (A)  through 
majority-owned  subsidiaries  or  (B)  through  controlled  companies 
conducting  similar  types  of  businesses.  The  filing  of  an  application 
under  this  paragraph  in  good  faith  by  an  issuer  other  than  a  registered 
investment  company  shall  exempt  the  applicant  for  a  period  of  sixty 
days  from  all  provisions  of  this  title  applicable  to  investment  com- 
panies as  such.  For  cause  shown,  the  Commission  by  order  may 
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extend  such  period  of  exemption  for  an  additional  period  or  periods. 
Whenever  the  Commission,  upon  its  own  motion  or  upon  application, 
iinds  that  the  circumstances  which  gave  rise  to  the  issuance  of  an 
order  granting  an  application  under  this  paragraph  no  longer  exist, 
the  Commission  shall  by  order  revoke  such  order. 

(3)  Any  issuer  all  the  outstandinfj  securities  of  which  (other  than 
short-term  paper  and  directors'  qualifying  shares)  are  directly  or 
indirectly  owned  by  a  company  excepted  from  the  definition  of  invest- 
ment company  by  paragraph  (1)  or  (2)  of  this  subsection. 

(c)  Notwithstanding  subsection  (a),  none  of  the  following  persons 
is  an  investment  company  within  the  meaning  of  this  title: 

(1)  Any  issuer  whose  outstanding  securities  (other  than  short- 
term  paper)  are  beneficially  owned  by  not  more  than  one  hundred 
persons  and  which  is  not  making  and  does  not  presently  propose  to 
make  a  public  offering  of  its  securities.  For  the  purposes  of  this 
paragraph,  beneficia.1  ownership  by  a  company  shall  be  deemed  to 
be  beneficial  ownership  by  one  person;  except  thajt,  if  such  company 
owns  10  per  centum  or  more  of  the  outstanding  voting  securities  of 
the  issuer,  the  beneficial  ownership  shall  be  deemed  to  be  that  of  the 
holders  of  such  company's  outstanding  securities  (other  than  short- 
term  pap>er) . 

(2)  Any  person  primarily  engaged  in  the  business  of  underwrit- 
ing and  distributing  securities  issued  by  other  persons,  selling  securi- 
ties to  customers,  and  acting  as  broker,  or  any  one  or  more  of  such 
activities,  whose  gross  income  normally  is  derived  principally  from 
such  business  and  related  activities. 

(3)  Any  bank  or  insurance  company;  any  savings  and  loan  asso- 
ciation, building  and  loan  association,  cooperative  bank,  homestead 
association,  or  similar  institution,  or  any  receiver,  conservator,  liqui- 
dator, liquidating  agent,  or  similar  official  or  person  thereof  or  there- 
for; any  common  trust  fund  or  similar  fund  maintained  by  a  bank 
exclusively  for  the  collective  investment  and  reinvestment  of  moneys 
contributed  thereto  by  the  bank  in  its  capacity  as  a  trustee,  execuitor, 
administrator,  or  guardian;  or  any  common  trust  fund  or  similar 
fund,  established  before  the  effective  date  of  the  Revenue  Act  of 
1936  by  a  corporation  which  is  supervised  or  examined  by  State  or 
Federal  authority  having  supervision  over  banks,  if  a  majority  of 
the  units  of  beneficial  interest  in  such  fimd,  other  than  units  owned 
by  charitable  or  educational  institutions,  are  held  under  instruments 
providing  for  payment  of  income  to  one  or  more  persons  and  of 
principal  to  another  or  others. 

(4)  Any  person  substantially  all  of  whose  business  is  confined  to 
making  small  loans,  industrial  banking,  or  similar  businesses. 

(5)  Any  person  who  is  not  engaged  in  the  business  of  issuing  re- 
deemable securities,  face-amount  certificates  of  the  installment  type 
or  periodic  payment  plan  certificates,  and  who  is  primarily  engasred 
in  one  or  more  of  the  following  businesses :  (A)  Purchasing  or  other- 
wise acquiring  notes,  drafts,  acceptances,  open  accounts  receivable, 
and  other  obligations  representing  part  or  all  of  the  sales  price  of 
merchandise,  insurance,  and  services;  (B)  making  loans  to  manufac- 
turers, wholesalers,  and  retailers  of,  and  to  prospective  purchasers  of, 
specified  merchandise,  insurance,  and  services;  and  (C)  purchasing 
or  otherwise  acquiring  mortgages  and  other  liens  on  and  interests  in 
real  estate. 
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(6)  Any  company  primarily  engaged,  directly  or  through  major- 
ity-owned subsidiaries,  in  one  or  more  of  the  businesses  described 
in  paragraphs  (3),  (4),  and  (5),  or  in  one  or  more  of  such  businesses 
(from  which  not  less  than  25  per  centum  of  such  company's  gross 
income  during  its  last  fiscal  year  was  derived)  together  with  an 
additional  business  or  businesses  other  than  investing,  reinvesting, 
owning,  holding,  or  trading  in  securities. 

(7)  Any  company  (A)  which  is  subject  to  regulation  under  section 
214  of  the  Interstate  Commerce  Act,  except  that  this  exception  shall 
not  apply  to  a  company  which  the  Commission  finds  and  by  order 
declares  to  be  primarily  engaged,  directly  or  indirectly,  in  the  busi- 
ness of  investing,  reinvesting,  owning,  holding,  or  trading  in  securi- 
ties, or  (B)  whose  entire  outstanding  stock  is  owned  or  controlled  by 
a  company  except-ed  under  clause  (A)  hereof,  if  the  assets  of  the 
controlled  company  consist  substantially  of  securities  issued  by  com- 
panies which  are  subject  to  regulation  under  section  214  of  the  Inter- 
state Commerce  Act. 

(8)  Any  company  subject  to  regulation  under  the  Public  Utility 
Holding  Company  Act  of  1935. 

(9)  Any  person  substantially  all  of  whose  business  consists  of  own- 
ing or  holding  oil,  gas,  or  other  mineral  royalties  or  leases,  or  frac- 
tional interests  therein,  or  certificates  of  interest  or  participation  in 
or  investment  contracts  relative  to  such  royalties,  leases,  or  fractional 
interests. 

(10)  Any  company  organized  and  operated  exclusively  for  religious, 
educational,  benevolent,  fraternal,  charitable,  or  reformatory  pur- 
poses, no  part  of  the  net  earnings  of  which  inures  to  the  benefit  of 
any  private  shareholder  or  individual. 

(11)  Any  employees'  stock  bonus,  pension,  or  profit-sharing  trust 
which  meets  the  requirements  for  qualification  under  section  401  of 
the  Internal  Revenue  Code  of  1954 ;  or  any  collective  trust  fund  main- 
tained by  a  bank  consisting  solely  of  assets  of  such  trusts;  or  any 
separate  account  the  assets  of  which  are  derived  solely  from  (A)  con- 
tributions under  pension  or  profit-sharing  plans  which  meet  the 
requirements  of  such  section  or  the  requirements  for  deduction  of  the 
employer's  contribution  under  section  404(a)(2)  of  such  Code,  and 
(B)  advances  made  by  an  insurance  company  in  connection  with  the 
operation  of  such  separate  account. 

(12)  Any  voting  trust  the  assets  of  which  consist  exclusively  of 
securities  of  a  single  issuer  which  is  not  an  investment  company. 

(13)  Any  security  holders'  protective  committee  or  similar  issuer 
having-  outstanding  and  issuing  no  securities  other  than  certificates  of 
deposit  and  short-term  paper. 

CLASSIFICATION    OF   INVESTMENT   COMPANIES 

Sec.  4.  For  the  purposes  of  this  title,  investment  companies  are 
divided  into  three  principal  classes,  defined  as  follows : 

(1)  "Face-amount  certificate  company"  means  an  investment  com- 
pany which  is  engaged  or  proposes  to  engage  in  the  business  of  issu- 
ing face-amount  certificates  of  the  installment  type,  or  which  has 
been  engaged  in  such  business  and  has  any  such  certificate  out- 
standing. 
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(2)  "Unit  investment  trust"  means  an  investment  company  which 
(A)  is  organized  under  a  trust  indenture,  contract  of  custodianship 
or  agency,  or  similar  instrument,  (B)  does  not  have  a  board  of  direc- 
tors, and  (C)  issues  only  redeemable  securities,  each  of  which  repre- 
sents an  undivided  interest  in  a  unit  of  specified  securities;  but  does 
not  include  a  voting  trust. 

(3)  "Management  company"  means  any  investment  company  other 
than  a  face-amount  certificate  company  or  a  unit  investment  trust. 

SUBCLASSEFICATION   OF   MANAGEMENT   COMPANIES 

Sec.  5.  (a)  For  the  purposes  of  this  title,  management  companies 
are  divided  into  open-end  and  closed-end  companies,  defined  as 
follows : 

(1)  "Open-end  company"  means  a  management  company 
which  is  offering  for  sale  or  has  outstanding  any  redeemable 
security  of  which  it  is  the  issuer. 

(2)  "Closed-end  company"  means  any  management  company 
other  than  an  open-end  company. 

(b)  Management  companies  are  further  divided  into  diversified 
companies  and  non-diversified  companies,  defined  as  follows : 

(1)  "Diversified  company"  means  a  management  company 
which  meets  the  following  requirements:  At  least  75  per  centum 
of  the  value  of  its  total  assets  is  represented  by  cash  and  cash 
items  (including  receivables).  Government  securities,  securities 
of  other  investment  companies,  and  other  securities  for  the  pur- 
poses of  this  calculation  limited  in  respect  of  any  one  issuer  to 
an  amount  not  greater  in  value  than  5  per  centum  of  the  value 
of  the  total  assets  of  such  management  company  and  to  not  more 
than  10  per  centum  of  the  outstanding  voting  securities  of  such 
issuer. 

(2)  "Non-diversified  company"  means  any  management  com- 
pany other  than  a  diversified  company. 

(c)  A  registered  diversified  company  which  at  the  time  of  its 
qualification  as  such  meets  the  requirements  of  paragraph  (1)  of 
subsection  (b)  shall  not  lose  its  status  as  a  diversified  company 
because  of  any  subsequent  discrepancy  between  the  value  of  its 
various  investments  and  the  requirements  of  said  paragraph,  so  long 
as  any  such  discrepancy  existing  immediately  after  its  acquisition 
of  any  security  or  other  property  is  neither  wholly  nor  partly  the 
result  of  such  acquisition. 

EXEMPTIONS 

Sec.  6.  (a)  The  following  investment  companies  are  exempt  from 
the  provisions  of  this  title: 

(1)  Any  company  organized  or  otherwise  created  under  the  laws  of 
and  having  its  principal  office  and  place  of  business  in  Puerto  Rico,^ 
the  Canal  Zone,  the  Virgin  Islands,  or  any  other  possession  of  the 
United  States;  but  such  exemption  shall  terminate  if  any  security 
of  which  such  company  is  the  issuer  is  offered  for  sale  or  sold  after 
the  effective  date  of  this  title,  by  such  company  or  an  underwriter 
therefor,  to  a  resident  of  any  State  other  than  the  State  in  which  such 
company  is  organized. 

1  Presidential   Proclamation   No.   2695    (60   Stat.   1352),   granted  independence  to   the 
Philippine  Islands. 
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(2)  Any  company  for  which,  in  a  proceeding  in  any  court  of  the 
United  States  or  of  a  State,  a  receiver,  trustee  in  bankruptcy,  or 
similar  officer  had  been  appointed  or  elected  prior  to  the  effective  date 
of  this  title,  and  every  such  officer  so  appointed  or  elected  prior  to 
the  effective  date  of  this  title ;  but  such  exemption  shall  continue  only 
so  long  as  (A)  the  conduct  of  such  company's  business  remains  subject 
to  the  supervision  of  such  court  or  officer  thereof,  and  (B)  such  com- 
pany does  not  sell  exclusively  for  cash  any  security  of  which  it  is  the 
issuer,  except  short-term  paper  and  ordinary  receiver's  or  trustee's 
certificates. 

(3)  Any  company  which  since  the  effective  date  of  this  title  or 
within  five  years  prior  to  such  date  has  been  reorganized  under  the 
supervision  of  a  court  of  competent  jurisdiction,  if  (A)  such  company 
was  not  an  investment  company  at  the  commencement  of  such  reor- 
ganization proceedings,  (B)  at  the  conclusion  of  such  proceedings  all 
outstanding  securities  of  such  company  were  owned  by  creditors  of 
such  company  or  by  persons  to  whom  such  securities  were  issued  on 
account  of  creditors'  claims,  and  (C)  more  than  50  per  centum  of 
the  voting  securities  of  such  company,  and  securities  representing 
more  than  50  per  centum  of  the  net  asset  value  of  such  company,  are 
currently  owned  beneficially  by  not  more  than  twenty-five  persons ;  but 
such  exemption  shall  terminate  if  any  security  of  which  such  company 
is  the  issuer  is  offered  for  sale  or  sold  to  the  public  after  the  conclusion 
of  such  proceedings  by  the  issuer  or  by  or  through  any  underwriter. 
For  the  purposes  of  this  paragraph,  any  new  company  organized  as 
part  of  the  reorganization  shall  be  deemed  the  same  company  as  its 
predecessor;  and  beneficial  ownership  shall  be  determined  in  the  man- 
ner provided  in  section  3(c)  (1). 

(4)  Any  issuer  as  to  which  there  is  outstanding  a  writing  filed  with 
the  Commission  by  the  Federal  Savings  and  Loan  Insurance  Corpora- 
tion stating  that  exemption  of  such  issuer  from  the  "provisions  of  this 
title  is  consistent  with  the  public  interest  and  the  protection  of  inves- 
tors and  is  necessary  or  appropriate  by  reason  of  the  fact  that  such 
issuer  holds  or  proposes  to  acquire  any  assets  or  any  product  of  any 
assets  which  have  been  segregated  (A)  from  assets  of  any  company 
which  at  the  filing  of  such  writing  is  an  insured  institution  within  the 
meaning  of  section  401  (a)  of  the  National  Housing  Act,  as  heretofore 
or  hereafter  amended,  or  (B)  as  a  part  of  or  in  connection  with  any 
plan  for  or  condition  to  the  insurance  of  accounts  of  any  company  by 
said  corporation  or  the  conversion  of  any  company  into  a  Federal  sav- 
ings and  loan  association.  Any  such  writing  shall  expire  when  can- 
celed by  a  writing  similarly  filed  or  at  the  expiration  of  two  years  after 
the  date  of  its  filing,  whichever  first  occurs:  but  said  corporation  may, 
nevertheles*?,  before,  at.  or  after  the  expiration  of  any  such  writing  file 
another  writing  or  writings  with  respect  to  such  issuer. 

(5)  Any  company  which  prior  to  March  15.  1940,  was  and  now  is  a 
whollv-owned  subsidiary  of  a  registered  face-amount  certificate  com- 
panv  and  was  prior  to  said  date  and  now  is  ororanized  and  operating 
under  the  insurance  laws  of  any  Staite  and  subject  to  supervision  and 
examination  bv  the  insurance  commipsioner  thereof,  and  which  prior 
to  March  15,  1940,  was  and  now  is  engaged,  subiect  to  such  laws,  in 
business  substantially  all  of  which  consists  of  issuing  and  selling  only 
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to  residents  of  such  State  and  investing  the  proceeds  from,  securities 
providing  for  or  representing  par'ticipations  or  interests  in  intangible 
assets  consisting  of  mortgages  or  otlier  liens  on  real  estate  or  notes  or 
bonds  secured  thereby  or  in  a  fimd  or  deposit  of  mortgages  or  other 
liens  on  real  estate  or  notes  or  bonds  secured  thereby  or  having  out- 
standing such  securities  so  issued  and  sold. 

(b)  Upon  application  by  any  employees'  security  company,  the  Com- 
mission shall  by  order  exempt  such  company  from  the  provisions  of 
this  title  and  of  the  rules  and  regulations  hereunder,  if  and  to  the  ex- 
tent that  such  exemption  is  consistent  with  the  protecition  of  investors. 
In  determining  the  provisions  to  which  such  an  order  of  exemption 
shall  apply,  the  Commission  shall  give  due  weight,  among  other  things, 
to  the  form  of  organization  and  the  capital  sti*ucture  of  such  company, 
the  persons  by  whom  its  voting  securities,  evidences  of  indebtedness, 
and  other  securities  are  owned  and  controlled,  the  prices  at  which  secu- 
rities issued  by  such  company  are  sold  and  the  sales  load  thereon,  the 
disposition  of  the  proceeds  of  such  sales,  the  character  of  the  securities 
in  which  such  proceeds  are  invested,  and  any  relationship  between  such 
company  and  the  issuer  of  any  such  security. 

(c)  The  Commission,  by  rules  and  regulations  upon  its  own  motion, 
or  by  order  upon  application,  may  conditionally  or  unconditionally 
exempt  any  person,  security,  or  transaction,  or  any  class  or  classes  of 
persons,  securities,  or  transactions,  from  any  provision  or  provisions 
of  this  title  or  of  any  rule  or  regulation  thereunder,  if  and  to  the 
extent  that  such  exemption  is  necessary  or  appropriate  in  the  public 
interest  and  consistent  with  the  protection  of  investors  and  the  pur- 
poses fairly  intended  by  the  policy  and  provisions  of  this  title. 

(d)  The  Commission,  by  rules  and  re^ilations  or  order,  shall 
exempt  a  closed-end  investment  company  from  any  or  all  provisions 
of  this  title,  but  subject  to  such  terms  and  conditions  as  may  be 
necessary  or  appropriate  in  the  public  interest  or  for  the  protection 
of  investors,  if — 

(1)  the  aggregate  sums  received  by  such  company  from  the 
sale  of  all  its  outstanding  securities,  plus  the  aggregate  offering 
price  of  all  securities  of  which  such  company  is  the  issuer  and 
which  it  proposes  to  offer  for  sale,  do  not  exceed  $100,000 ; 

(2)  no  security  of  which  such  company  is  the  issuer  has  been 
or  is  proposed  to  be  sold  by  such  company  or  any  underwriter 
therefor,  in  connection  with  a  public  offering,  to  any  person  who 
is  not  a  resident  of  the  State  under  the  laws  of  which  such  company 
is  organized  or  otherwise  created ;  and 

(3)  such  exemption  is  not  contrary  to  the  public  interest  or 
inconsistent  with  the  protection  of  investors. 

(e)  If,  in  connection  with  any  rule,  regulation,  or  order  under 
this  section  exempting  any  investJment  company  from  any  provision 
of  section  7,  the  Commission  deems  it  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors  that  certain 
specified  provisions  of  this  title  pertaining  to  registered  investment 
companies  shall  be  applicable  in  respect  of  such  company,  the  pro- 
visions so  specified  shall  apply  to  such  company,  and  to  other  persons 
in  their  transactions  and  relations  with  such  company,  as  though 
such  company  were  a  registered  investment  company. 
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TRANSACTIONS  BY  UNREGISTERED  INVESTMENT  COMPANIES 

Sec.  7.  (a)  No  investment  company  organized  or  otherwise  created 
under  the  laws  of  the  United  States  or  of  a  State  and  having  a  board 
of  directors,  unless  registered  under  section  8,  shall  directly  or 
indirectly — 

(1)  offer  for  sale,  sell,  or  deliver  after  sale,  by  the  use  of  the 
mails  or  any  means  or  instrumentality  of  interstate  commerce, 
any  security  or  any  interest  in  a  security,  whether  the  issuer  of 
such  security  is  such  investment  company  or  another  person;  or 
offer  for  sale,  sell,  or  deliver  after  sale  any  such  security  or  inter- 
est, having  reason  to  believe  that  such  security  or  interest  will  be 
made  the  subject  of  a  public  offering  by  use  of  the  mails  or  any 
means  or  instrumentality  of  interstate  commerce ; 

(2)  purchase,  redeem,  retire,  or  otherwise  acquire  or  attempt  to 
acquire,  by  use  of  the  mails  or  any  means  or  instrumentality  of 
interstate  commerce,  any  security  or  any  interest  in  a  security, 
whether  the  issuer  of  such  security  is  such  investment  company 
or  another  person  ; 

(3)  control  any  investment  company  which  does  any  of  the  acts 
enumerated  in  paragraphs  (1)  and  (2) ; 

(4)  engage  in  any  business  in  interstate  commerce;  or 

(5)  control  any  company  which  is  engaged  in  any  business  in 
interstate  commerce. 

The  provisions  of  this  subsection  (a)  shall  not  apply  to  transactions  of 
an  investment  company  which  are  merely  incidental  to  its  dissolution. 

(b)  No  depositor  or  trustee  of  or  underwriter  for  any  investment 
company,  organized  or  otherwise  created  under  the  laws  of  the  United 
States  or  of  a  State  and  not  having  a  board  of  directors,  unless  such 
company  is  registered  under  section  8  or  exempt  under  section  6,  shall 
directly  or  indirectly — 

(1)  offer  for  sale,  sell,  or  deliver  after  sale,  by  use  of  the  mails 
or  any  means  or  instrumentality  of  interstate  commerce,  any 
security  or  any  interest  in  a  security  of  which  such  company  is 
the  issuer;  or  offer  for  sale,  sell,  or  deliver  after  sale  any  such 
security  or  interest,  having  reason  to  believe  that  such  security 
or  interest  will  be  made  the  subject  of  a  public  offering  by 
use  of  the  mails  or  any  means  or  instrumentality  of  interstate 
commerce; 

(2)  purchase,  redeem,  or  otherwise  acquire  or  attempt  to 
acquire,  by  use  of  the  mails  or  any  means  or  instrumentality  of 
interstate  commerce,  any  security  or  any  interest  in  a  security 
of  which  such  company  is  the  issuer ;  or 

(3)  sell  or  purchase  for  the  account  of  such  company,  by  use 
of  the  mails  or  any  means  or  instrumentality  of  interstate  com- 
merce, any  security  or  interest  in  a  security,  by  whomever  issued. 

The  provisions  of  this  subsection  (b)  shall  not  apply  to  transactions 
which  are  merely  incidental  to  the  dissolution  of  an  investment 
company. 

(c)  No  promoter  of  a  proposed  investment  company,  and  no  imder- 
writer  for  such  a  promoter,  shall  make  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce,  directly  or  indirectly,  to 
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offer  for  sale,  sell,  or  deliver  after  sale,  in  connection  with  a  public 
offering,  any  preorganization  certificate  or  subscription  for  such  a 
company. 

(d)  No  investment  company,  unless  organized  or  otherwise  created 
under  the  laws  of  the  United  States  or  of  a  State,  and  no  depositor 
or  trustee  of  or  underwriter  for  such  a  company  not  so  organized  or 
created,  shall  make  use  of  the  mails  or  any  means  or  instrumentality 
of  interstate  commerce,  directly  or  indirectly,  to  offer  for  sale,  sell, 
or  deliver  after  sale,  in  connection  with  a  public  offering,  any  secu- 
rity of  which  such  company  is  the  issuer.  Notwithstanding  the  pro- 
visions of  this  subsection  and  of  section  8(a),  the  Commission  is 
authorized,  upon  application  by  an  investment  company  organized 
or  otherwise  created  under  the  laws  of  a  foreign  country,  to  issue  a 
conditional  or  unconditional  order  permitting  sucli  company  to  reg- 
ister under  this  title  and  to  make  a  public  offering  of  its  securities 
by  use  of  the  mails  and  means  or  instrumentalities  of  interstate 
commerce,  if  tlie  Commission  finds  tliat,  by  reason  of  special  cir- 
cumstances or  arrangements,  it  is  both  legally  and  practically  feasible 
effectively  to  enforce  the  provisions  of  this  title  against  such  com- 
pany and  that  the  issuance  of  such  order  is  otherwise  consistent  with 
the  public  interest  and  the  protection  of  investors. 

REGISTRATION    OF   INVT^STMENT   COMPANIES 

Sec.  8.  (a)  Any  investment  company  organized  or  otherwise 
created  under  the  laws  of  the  United  States  or  of  a  State  may  regis- 
ter for  the  purposes  of  this  title  by  filing  with  the  Commission  a 
notification  of  registration,  in  such  form  as  the  Commission  shall  by 
rules  and  regulations  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors.  An  investment 
company  shall  be  deemed  to  be  registered  upon  receipt  by  the  Com- 
mission of  such  notification  of  registration. 

(b)  Every  registered  investment  company  shall  file  with  the  Com- 
mission, within  such  reasonable  time  after  registration  as  the 
Commission  shall  fix  by  rules  and  regulations,  an  original  and  such 
copies  of  a  registration  statement,  in  such  form  and  containing  such 
of  the  following  information  and  documents  as  the  Commission  shall 
by  rules  and  regulations  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors : 

(1)  a  recital  of  the  policy  of  the  registrant  in  respect  of  each 
of  the  following  types  of  activties,  such  recital  consisting  in 
each  case  of  a  statement  whether  the  resfistrant  reserves  freedom 
of  action  to  engage  in  activities  of  such  type,  and  if  such  free- 
dom of  action  is  reserved,  a  statement  briefly  indicating,  insofar 
as  is  practicable,  the  extent  to  which  the  registrant  intends  to 
engage  therein:  (A)  the  classification  and  subclassifications,  as 
defined  in  sections  4  and  5,  within  which  the  registrant  proposes 
to  operate;  (B)  borrowing  money;  (C)  the  issuance  of  senior 
securities;  (D)  engaging  in  the  business  of  underwriting  securi- 
ties issued  by  other  persons;  (E)  concentrating  investments  in  a 
particular  industry  or  group  of  industries;  (F)  the  purchase 
and  sale  of  real  estate  and  commodities,  or  either  of  them;  (G) 
making  loans  to  other  persons;  and  (H)  portfolio  turn-over 
(including  a  statement  showing  the  aggregate  dollar  amount 
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of  purchases  and  sales  of  portfolio  securities,  other  than  Govern- 
ment securities,  in  each  of  the  last  three  full  fiscal  years  pre- 
ceding the  filing  of  such  registration  statement)  ; 

(2)  a  recital  of  all  investment  policies  of  the  registrant,  not 
enumerated  in  paragraph  (1),  which  are  changeable  only  if 
authorized  by  shareholder  vote ; 

(3)  a  recital  of  all  policies  of  the  registrant,  not  enumerated  in 
paragraphs  (1)  and  (2) ,  in  respect  of  matters  which  the  registrant 
deems  matters  of  fundamental  policy ; 

(4)  the  name  and  address  of  each  affiliated  person  of  the  regis- 
trant; the  name  and  principal  address  of  every  company,  other 
than  the  registrant,  of  which  each  such  person  is  an  officer,  direc- 
tor, or  partner ;  a  brief  statement  of  the  business  experience  for  the 
preceding  five  years  of  each  officer  and  director  of  the  registrant ; 
and 

(5)  the  information  and  documents  which  would  be  required 
to  be  filed  in  order  to  register  under  the  Securities  Act  of  1933 
and  the  Securities  Exchange  Act  of  1934  all  securities  (other 
than  short-term  paper)  which  the  registrant  has  outstanding  or 
proposes  to  issue. 

(c)  The  Commission  shall  make  provision,  by  permissive  niles  and 
regulations  or  order,  for  the  filing  of  the  following,  or  so  much  of 
the  following  as  the  Commission  may  designate,  in  lieu  of  the  infor- 
mation and  documents  required  pursuant  to  subsection  (b)  : 

(1)  copies  of  the  most  recent  registration  statement  filed  by 
the  registrant  under  the  Securities  Act  of  1933  and  currently 
effective  under  such  Act,  or  if  the  registrant  has  not  filed  such 
a  statement,  copies  of  a  registration  statement  filed  by  the  regis- 
trant under  the  Securities  Exchange  Act  of  1934  and  currently 
effective  under  such  Act ; 

(2)  copies  of  any  reports  filed  by  the  registrant  pursuant  to 
section  13  or  15(d)  of  the  Securities  Exchange  Act  of  1934;  and 

(3)  a  report  containing  reasonably  current  information  regard- 
ing the  matters  included  in  copies  filed  pursuant  to  paragraphs 
(1)  and  (2),  and  such  further  information  regarding  matters  not 
included  in  such  copies  as  the  Commission  is  authorized  to  require 
under  subsection  (b). 

(d)  If  the  registrant  is  a  unit  investment  trust  substantially  all  of 
the  assets  of  which  are  securities  issued  by  anotlier  registered  invest- 
ment company,  the  Commission  is  authorized  to  prescribe  for  the 
registrant,  by  rules  and  regulations  or  order,  a  registration  statenient 
which  eliminates  inappropriate  duplication  of  information  contained 
in  the  registration  statement  filed  under  this  section  by  such  other 
investment  company. 

(e)  If  it  appears  to  the  Commission  that  a  registered  investment 
company  has  failed  to  file  the  registration  statement  required  by  this 
section  or  a  report  required  pursuant  to  section  30  (a)  or  (b),  or  has 
filed  such  a  registration  statement  or  report  but  omitted  therefrom 
material  facts  required  to  be  stated  therein,  or  has  filed  such  a  registra- 
tion statement  or  report  in  violation  of  section  34(b),  the  Commis- 
sion shall  notify  such  company  by  registered  mail  or  by  certified  mail 
of  the  failure  to  file  such  registration  statement  or  report,  or  of  the  re- 
spects in  which  such  registration  statement  or  report  appears  to  be 
materially  incomplete  or  misleading,  as  the  case  may  be,  and  shall  fix 
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a  date  (in  no  event  earlier  tlian  thirty  days  after  the  mailing  of  such 
notice)  prior  to  wliich  such  company  may  file  such  reofistration  state- 
ment or  report  or  correct  the  same/lf  siich  retristration  statement  or 
report  is  not  filed  or  corrected  within  the  time  so  fixed  by  the  Com- 
mission or  any  extension  tliereof,  the  Commission,  after  appropriate 
notice  and  opportunity  for  hearing,  and  upon  such  conditions  and 
with  such  exemptions  as  it  deems  appro])riate  for  the  protection  of  in- 
vestors, may  by  order  suspend  the  refristration  of  such  company  until 
such  statement  or  leport  is  filed  or  corrected,  or  may  by  order  revoke 
such  refjistration,  if  the  evidence  establishes — 

(1)  that  such  company  has  failed  to  file  a  re^ristration  state- 
ment required  by  this  section  or  a  report  required  pursuant  to 
section  80  (a)  or  (b),  or  has  filed  sucli  a  re irist ration  statement 
or  report  but  omitte(l  therefrom  material  facts  required  to  be 
stated  tlierein.  or  })as  filed  such  a  rejristration  statement  or  report 
in  violation  of  section  34(b)  ;  and 

(2)  that  such  suspension  or  revocation  is  in  the  public  interest, 
(f)  Whenever  the  Commission,  on  its  own  motion  or  upon  appli- 
cation, finds  that  a  reofistered  investment  company  has  ceased  to  be 
an  investment  company,  it  shall  so  declare  bv  order  and  upon  the 
taking  effect  of  such  order  the  re^stration  of  such  company  shall 
cease  to  be  in  effect.  If  necessarv  for  tlie  ])rotection  of  investors,  an 
order  under  this  subsection  mav  be  made  upon  appropriate  conditions. 
The  Commission's  denial  of  any  application  under  this  subsection 
shall  be  by  order. 

INELIGIBILITY  OF   CERTAIN'   AFFILIATED  PERSONS   AND   UNDERWRITERS 

Sec.  9.  (a)  It  shall  be  imlawful  for  any  of  the  following  persons 
to  serve  or  act  in  the  capacity  of  employee,  officer,  director,  member 
of  an  advisory  board,  investment  adviser,  or  depositor  of  any  regis- 
tered investment  company,  or  principal  underwriter  for  any  registered 
open-end  company,  registered  unit  investment  trust,  or  registered 
face-amount  certificate  company: 

(1)  any  person  who  within  ten  years  has  been  convicted  of 
any  felony  or  misdemeanor  involving  the  purchase  or  sale  of  any 
security  or  arising  out  of  such  person's  conduct  as  an  underwriter, 
broker,  dealer,  or  investment  adviser,  or  as  an  affiliated  person, 
salesman,  or  employee  of  any  investment  company,  bank,  or  in- 
surance company; 

(2)  any  person  who,  by  reason  of  any  misconduct,  is  perma- 
nently or  temporarily  enjoined  by  order,  judgment,  or  decree  of 
any  court  of  competent  jurisdiction  from  acting  as  an  under- 
writer, broker,  dealer,  or  investment  adviser,  or  as  an  afRMated 
person,  salesman,  or  employee  of  any  investment  company,  bank, 
or  insurance  company,  or  from  engaging  in  or  continuing  any 
conduct  or  practice  in  connection  with  any  such  activity  or  in 
connection  with  the  purchase  or  sale  of  any  security;  or 

(3)  a  company  any  affiliated  person  of  which  is  ineliofible,  by 
reason  of  paragraph  (1)  or  (2),  to  serve  or  act  in  the  foregoing 
capacities. 

For  the  purposes  of  paragraphs  (i),  (2),  and  (3)  of  this  subsection, 
the  term  "investment  adviser"  shall  include  an  investment  adviser  as 
defined  in  title  II  of  this  Act. 
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(b)  The  Commission  may,  after  notice  and  opportunity  for  hear- 
ing, by  order  prohibit,  conditionally  or  unconditionally,  either 
permanently  or  for  such  period  of  time  as  it  in  its  discretion  shall 
deem  appropriate  in  the  public  interest,  any  person  from  serving  or 
acting  as  an  employee,  officer,  director,  member  of  an  advisory  board, 
investment  adviser  or  depositor  of,  or  principal  underwriter  for,  a 
registered  investment  company  or  affiliated  person  of  such  investment 
adviser,  depositor,  or  principal  underwriter,  if  such  person — 

(1)  has  willfully  made  or  caused  to  be  made  in  any  registra- 
tion statement,  application  or  report  filed  with  the  Commission 
under  this  title  any  statement  which  was  at  the  time  and  in  the 
light  of  the  circumstances  under  which  it  was  made  false  or  mis- 
leading with  respect  to  any  material  fact,  or  has  omitted  to  state 
in  any  such  registration  statement,  application,  or  report  any 
material  fact  which  was  required  to  be  stated  therein ;  or 

(2)  has  willfully  violated  any  provision  of  the  Securities  Act 
of  1933,  or  of  the  Securities  Exchange  Act  of  1934,  or  of  title  II 
of  this  Act,  or  of  this  title,  or  of  any  rule  or  regulation  under  any 
of  such  statutes;  or 

(3)  has  willfully  aided,  abetted,  counseled,  commanded,  in- 
duced, or  procured  the  violation  by  any  other  person  of  the  Securi- 
ties Act  of  1933,  or  of  the  Securities  Exchange  Act  of  1934,  or 
of  title  II  of  this  Act,  or  of  this  title,  or  of  any  rule  or  regulation 
under  any  of  such  statutes. 

(c)  Any  person  who  is  ineligible,  by  reason  of  subsection  (a),  to 
serve  or  act  in  the  capacities  enumerated  in  that  subsection,  may  file 
with  the  Commission  an  application  for  an  exemption  from  the  provi- 
sions of  that  subsection.  The  Commission  shall  by  order  grant  such 
application,  either  unconditionally  or  on  an  appropriate  temporary 
or  other  conditional  basis,  if  it  is  established  that  the  prohibitions  of 
subsection  (a) ,  as  applied  to  such  person,  are  unduly  or  disproportion- 
ately severe  or  that  the  conduct  of  such  person  has  been  such  as  not  to 
make  it  against  the  public  interest  or  protection  of  investors  to  grant 
such  application. 

(d)  For  the  purposes  of  subsection  (a)  through  (c)  of  this  section, 
the  term  "investment  adviser"  includes  a  corporate  or  other  trustee 
performing  the  functions  of  an  investment  adviser. 

AFFILIATIONS   OF   DIRECTORS 

Sec.  10.  (a)  No  registered  investment  company  shall  have  a  board 
of  directors  more  than  60  per  centum  of  the  members  of  which  are 
persons  w^ho  are  interested  persons  of  such  registered  company. 

(b)  No  registered  investment  company  shall — 

(1)  employ  as  regular  broker  any  director,  officer,  or  employee 
of  such  registered  company,  or  any  person  of  which  any  such 
director,  officer,  or  employee  is  an  affiliated  person,  unless  a  ma- 
jority of  the  board  of  directors  of  such  registered  company  shall 
be  persons  who  are  not  such  brokers  or  affiliated  persons  of  any 
of  such  brokers ; 

(2)  use  as  a  principal  underwriter  of  securities  issued  by  it  any 
director,  officer,  or  employee  of  such  registered  company  or  any 
person  of  which  any  such  director,  officer,  or  employee  is  an  in- 
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terested  person,  unless  a  majority  of  the  board  of  directors  of 
such  registered  company  shall  be  persons  who  are  not  such  prin- 
cipal underwriters  or  interested  persons  of  any  of  such  principal 
underwriters ;  or 

(3)  have  as  director,  officer,  or  employee  any  investment  bank- 
er, or  any  affiliated  person  of  an  investment  banker,  unless  a  major- 
ity of  the  board  of  directors  of  such  registered  company  shall  be 
persons  who  are  not  investment  bankers  or  affiliated  persons  of 
any  investment  banker.  For  the  purposes  of  this  paragraph,  a 

Eerson  shall  not  be  deemed  an  affiliated  person  of  an  investment 
anker  solely  by  reason  of  the  fact  that  he  is  an  affiliated  person 
of  a  company  of  the  character  described  in  section  12  (d)  (3)  (A) 
and  (B). 

(c)  No  registered  investment  company  shall  have  a  majority  of  its 
board  of  directors  consisting  of  persons  who  are  officers,  directors,  or 
employees  of  any  one  bank,  except  that,  if  on  March  15,  1940,  any 
registered  investment  company  had  a  majority  of  its  directors  con- 
sisting of  persons  who  are  directors,  officers,  or  employees  of  any  one 
bank,  such  company  may  continue  to  have  the  same  percentage  of  its 
board  of  directors  consisting  of  persons  who  are  directors,  officers,  or 
employees  of  such  bank. 

(d)  Notwithstanding  subsections  (a)  and  (b)  (2)  of  this  section,  a 
registered  investment  company  may  have  a  board  of  directors  all  the 
members  of  wliich,  except  one,  are  interested  persons  of  the  investment 
adviser  of  such  company,  or  are  officers  or  employees  of  such  company, 
if — 

(1)  such  investment  company  is  an  open-end  company; 

(2)  such  investment  adviser  is  registered  under  title  II  of  this 
Act  and  is  engaged  principally  in  the  business  of  rendering  invest- 
ment supervisory  services  as  defined  in  title  II ; 

(3)  no  sales  load  is  charged  on  securities  issued  by  such  invest- 
ment company ; 

(4)  any  premium  over  net  asset  value  charged  by  such  company 
upon  the  issuance  of  any  such  security,  plus  any  discount  from 
net  asset  value  charged  on  redemption  thereof,  shall  not  in  the 
aggregate  exceed  2  per  centum ; 

(5)  no  sales  or  promotion  expenses  are  incurred  by  such  regis- 
tered company;  but  expenses  incurred  in  complying  with  laws 
regulating  the  issue  or  sale  of  securities  shall  not  be  deemed  sales 
or  promotion  expenses; 

(6)  such  investment  adviser  is  the  only  investment  adviser  to 
such  investment  company,  and  such  investment  adviser  does  not 
receive  a  management  fee  exceeding  1  per  centum  per  annum  of  the 
value  of  such  company's  net  assets  averaged  over  the  year  or 
taken  as  of  a  definite  date  or  dates  within  the  year; 

(7)  all  executive  salaries  and  executive  expenses  and  office 
rent  of  such  investment  company  are  paid  by  such  investment 
adviser;  and 

(8)  such  investment  company  has  only  one  class  of  securities 
outstanding,  each  unit  of  which  has  equal  voting  rights  with  every 
other  unit. 

(e)  If  by  reason  of  the  death,  disqualification,  or  bona  fide  resigna- 
tion of  any  director  or  directors,  the  requirements  of  the  foregoing 
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provisions  of  this  section  or  of  section  15(f)  (1)  in  respect  of  directors 
shall  not  be  met  by  a  registered  investment  company,  the  operation  of 
such  provision  shall  be  suspended  as  to  such  registered  company — 

(1)  for  a  period  of  thirty  days  if  the  vacancy  or  vacancies  may 
be  filled  by  action  of  the  board  of  directors ; 

(2)  for  a  period  of  sixty  days  if  a  vote  of  stockholders  is 
required  to  fill  the  vacancy  or  vacancies ;  or 

(3)  for  such  longer  period  as  the  Commission  may  prescribe, 
by  rules  and  regulations  upon  its  own  motion  or  by  order  upon 
application,  as  not  inconsistent  with  the  protection  of  investor. 

(f)  Xo  registered  investment  company  shall  knowingly  purchase 
or  otherwise  acquire,  during  the  existence  of  any  underwriting  or 
selling  syndicate,  any  security  (except  a  security  of  wliich  such  com- 
pany is  the  issuer)  a  principal  imderwriter  of  which  is  an  officer, 
director,  member  of  an  advisory  board,  investment  adviser,  or  em- 
ployee of  such  registered  company,  or  is  a  person  (other  than  a  com- 
pany of  the  character  described  in  section  12  (d)  (3)  (A)  and  (B)) 
of  wliich  any  such  officer,  director,  member  of  an  ad^-isory  board,  in- 
v^tment  adviser,  or  employee  is  an  affiliated  person,  unless  in  acquiring 
such  security  such  registered  company  is  itself  acting  as  a  principal 
imderwriter  for  the  issuer.  The  Commission,  by  rules  and  regulations 
upon  its  own  motion  or  by  order  upon  application,  may  conditionally 
or  unconditionally  exempt  any  transaction  or  classes  of  transactions 
from  any  of  the  pro^nsions  of  this  subsection,  if  and  to  the  extent  that 
such  exemption  is  consistent  with  the  protection  of  investors. 

(g)  In  the  case  of  a  registered  investment  company  which  has  an 
advisory  board,  such  board,  as  a  distinct  entity,  shall  be  subject  to 
the  same  restrictions  as  to  its  membership  as  are  imposed  upon  a 

board  of  directors  by  this  section. 

(h)  In  the  case  of  a  registered  management  company  which  is  an 
unincorporated  company  not  having  a  board  of  directors,  the  provi- 
sions of  this  section  sliall  apply  as  follows : 

(1)  the  provisions  of  subsection  (a),  as  modified  by  subsection 
(e) ,  shall  apply  to  the  board  of  directors  of  the  depositor  of  such 
company ; 

(2)  the  provisions  of  subsections  (b)  and  (c),  as  modified  by- 
subsection  (e) ,  shall  apply  to  the  board  of  directors  of  the  deposi- 
tor and  of  every  investment  ad\4ser  of  such  company ;  and 

(3)  the  provisions  of  subsection  (f)  shall  apply  to  purchases 
and  other  acquisitions  for  the  account  of  such  company  of  securi- 
ties a  principal  underwriter  of  which  is  the  depositor  or  an 
investment  adviser  of  such  company,  or  an  affiliated  person  of 
such  depositor  or  investment  ad\'iser. 

OFFERS   OF  EXCHANGE 

Sec.  11.  (a)  It  shall  be  imlawful  for  any  registered  open-end  com- 
pany or  any  principal  underwriter  for  such  a  company  to  make  or 
cause  to  be  made  an  offer  to  the  holder  of  a  security  of  such  company 
or  of  any  other  open-end  investment  company  to  exchange  his  security 
for  a  security  in  the  same  or  another  such  company  on  any  basis  other 
than  the  relative  net  asset  values  of  the  respective  securities  to  be 
exchanged,  unless  the  terms  of  the  offer  have  first  been  submitted  to 
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and  approved  by  the  Commission  or  are  in  accordance  with  such  rules 
and  regulations  as  the  Commission  may  have  prescribed  in  respect 
of  such  offers  which  are  in  effect  at  the  time  such  offer  is  made.  For 
the  purposes  of  this  section,  (A)  an  offer  by  a  principal  underwiter 
means  an  offer  communicated  to  holders  of  securities  of  a  class  or 
series  but  does  not  include  an  offer  made  by  such  principal  under- 
writer to  an  individual  investor  in  the  course  of  a  retail  business 
conducted  by  such  principal  underwriter,  and  (B)  the  net  asset  value 
means  the  net  asset  value  which  is  in  effect  for  the  purpose  of  deter- 
mining the  price  at  which  the  securities,  or  class  or  series  of  securities 
involved,  are  offered  for  sale  to  the  public  either  (1)  at  the  time  of  the 
receipt  by  the  offeror  of  the  acceptance  of  the  offer  or  (2)  at  such 
later  times  as  is  specified  in  the  offer. 

(b)  The  provisions  of  this  section  shall  not  apply  to  any  offer  made 
pursuant  to  any  plan  of  reorganization,  which  is  submitted  to  and' 
requires  the  approval  of  the  holders  of  at  least  a  majority  of  the  out- 
standing shares  of  the  class  or  series  to  which  the  security  owned  by  the 
offeree  belongs. 

(c)  The  provisions  of  subsection  (a)  shall  be  applicable,  irrespec- 
tive of  the  basis  of  exchange,  ( 1 )  to  any  offer  of  exchange  of  any  secu- 
rity of  a  registered  open-end  company  for  a  security  of  a  registered 
unit  investment  trust  or  registered  face-amount  certificate  company ; 
and  (2)  to  any  type  of  offer  of  exchange  of  the  securities  of  registered 
unit  investment  trusts  or  registered  face-amount  certificate  companies 
for  the  securities  of  any  other  investment  company. 

FUNCTIONS  AND   ACTIVITIES  OF  INVESTMENT  COMPANIES 

Sec.  12.  (a)  It  shall  be  unlawful  for  any  registered  investment 
company,  in  contravention  of  such  rules  and  regulations  or  orders  as 
the  Commission  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors — 

(1)  to  purchase  any  security  on  margin,  except  such  short-term 
credits  as  are  necessary  for  the  clearance  of  transactions; 

(2)  to  participate  on  a  joint  or  a  joint  and  several  basis  in  any 
trading  account  in  securities,  except  in  connection  with  an  under- 
writing in  which  such  registered  company  is  a  participant;  or 

(3)  to  effect  a  short  sale  of  any  security,  except  in  connection 
with  an  underwriting  in  which  such  registered  company  is  a 
participant. 

(b)  It  shall  be  unlawful  for  any  registered  open-end  company 
(other  than  a  company  complying  with  the  provisions  of  section  10 
(d) )  to  act  as  a  distributor  of  securities  of  which  it  is  the  issuer,  except 
through  an  underwriter,  in  contravention  of  such  rules  and  regula- 
tions as  the  Commission  may  prescribe  as  necessary  or  appropriate  in 
the  public  interest  or  for  the  protection  of  investors. 

(c)  It  shall  be  unlawful  for  any  registered  diversified  comnany  to 
make  any  commitment  as  underwriter,  if  immediately  thereafter  the 
amount  of  its  outstanding  underwriting  commitments,  plus  the  value 
of  its  investments  in  securities  of  issuers  (other  than  investment  com- 
panies) of  which  it  owns  more  than  10  per  centum  of  the  outstanding 
voting  securities,  exceeds  25  per  centum  of  the  value  of  its  total  assets. 

(d)  (1)  (A)  It  shall  be  unlawful  for  any  registered  investment  com- 
pany (the  "acquiring  company")  and  any  company  or  companies  con- 
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trolled  by  such  acquiring  company  to  purchase  or  otherwise  acquire 
any  security  issued  by  any  other  investment  company  (the  "acquired 
company''),  and  for  any  investment  company  (the  "acquiring  com- 
pany") and  any  company  or  companies  controlled  by  such  acquiring 
company  to  purchase  or  otherwise  acquire  any  security  issued  by  any 
registered  investment  company  (the  "acquired  company"),  if  the 
acquiring  company  and  any  company  or  companies  controlled  by  it 
immediately  after  such  purchase  or  acquisition  own  in  the  aggregate — 
(i)  more  than  3  per  centum  of  the  total  outstanding  voting 
stock  of  the  acquired  company  ; 

(ii)  securities  issued  by  the  acquired  company  having  an  aggre- 
gate value  in  excess  of  5  per  centum  of  the  value  of  the  total 
assets  of  the  acquiring  company ;  or 

(iii)  securities  issued  by  the  acquired  company  and  all  other 
investment  companies  (other  than  Treasury  stock  of  the  acquiring 
company)  having  an  aggregate  value  in  excess  of  10  per  centum 
of  the  value  of  the  total  assets  of  the  acquiring  company. 

(B)  It  shall  be  unlawful  for  any  registered  open-end  investment 
company  (the  "acquired  company") ,  any  principal  underwriter  there- 
for, or  any  broker  or  dealer  registered  under  the  Securities  Exchange 
Act  of  1934,  knowingly  to  sell  or  otherwise  dispose  of  any  security  is- 
sued by  the  acquired  company  to  any  other  investment  company  (the 
"acquiring  company")  or  any  company  or  companies  controlled  by  the 
acquiring  company,  if  immediately  after  such  sale  or  disposition — 

(i)  more  than  3  per  centum  of  the  total  outstanding  voting 
stock  of  the  acquired  company  is  owned  by  the  acquiring  company 
and  any  company  or  companies  controlled  by  it ;  or 

(ii)  more  than  10  per  centum  of  the  total  outstanding  voting 
stock  of  the  acquired  company  is  owned  by  the  acquiring  company 
and  other  investment  companies  and  companies  controlled  by 
them. 

(C)  It  shall  be  unlawful  for  any  investment  company  (the  "acquir- 
ing company")  and  any  company  or  companies  controlled  by  the 
acquiring  company  to  purchase  or  otherwise  acquire  any  security 
issued  by  a  registered  closed-end  investment  company,  if  immediately 
after  such  purchase  or  acquisition  the  acquiring  company,  other  invest- 
ment companies  having  the  same  investment  adviser,  and  companies 
controlled  by  such  investment  companies,  own  more  than  10  per  centum 
of  the  total  outstanding  voting  stock  of  such  closed-end  company. 

(D)  The  provisions  of  this  paragraph  (1)  shall  not  apply  to  a 
security  received  as  a  dividend  or  as  a  result  of  an  offer  of  exchange 
approved  pursuant  to  section  11  or  of  a  plan  of  reorganization  of  any 
company  (other  than  a  plan  devised  for  the  purpose  of  evading  the 
foregoing  provisions) . 

(E)  The  provisions  of  this  paragraph  (1)  shall  not  apply  to  a 
security  (or  securities)  purchased  or  acquired  by  an  investment 
company  if — 

(i)  the  depositor  of,  or  principal  underwriter  for,  such  invest- 
ment company  is  a  broker  or  dealer  registered  under  the  Securities 
Exchange  Act  of  1934,  or  a  person  controlled  by  such  a  broker  or 
dealer ; 

(ii)  such  security  is  the  only  invevStment  security  held  by  such 
investment  company  (or  such  securities  are  the  only  investment 
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securities  lield  by  such  investment  company,  if  such  investment 
company  is  a  registered  unit  investment  trust  that  issues  two  or 
more  classes  or  series  of  securities,  each  of  which  provides  for 
the  accumulation  of  shares  of  a  different  investment  company) ; 
and 

(iii)  in  the  event  such  investment  company  is  not  a  registered 
investment  company,  the  purchase  or  acquisition  is  made  pur- 
suant to  an  arrangement  with  the  issuer  of,  or  principal  under- 
writer for  the  issuer  of,  the  security  whereby  such  investment 
company  is  obligated — 

(aa)  either  to  seek  instructions  from  its  security  holders 
with  regard  to  the  voting  of  all  proxies  with  respect  to  such 
security  and  to  vote  such  proxies  only  in  accordance  wuth  such 
instructions,  or  to  vote  the  shares  held  by  it  in  the  same 
proportion  as  the  vote  of  all  other  holdei-s  of  such  sexiurity, 
and 

(bb)  to  refrain  from  substituting  such  security  unless  the 
Commission  shall  have  approved  such  substitution  in  the 
manner  provided  in  section  26  of  this  Act. 

(F)  The  provisions  of  this  paragraph  (1)  shall  not  apply  to 
securities  purchased  or  otherwise  acquired  by  a  registered  investment 
company  if — 

(i)  immediately  after  such  purchase  or  acquisition  not  more 
than  3  per  centum  of  the  total  outstanding  stock  of  such  issuer  is 
owned  oy  such  registered  investment  company  and  all  affiliated 
persons  of  such  registered  investment  company ;  and 

(ii)  such  registered  investment  company  has  not  offered  or  sold 
after  January  1,  1971,  and  is  not  proposing  to  offer  or  sell  any 
security  issued  by  it  through  a  principal  underwriter  or  otherwise 
at  a  public  offering  price  which  includes  a  sales  load  of  more 
than  11/^  per  centum. 
No  issuer  of  any  security  purchased  or  acquired  by  a  registered  invest- 
ment company  pursuant  to  this  subparagraph  shall  be  obligated  to 
redeem  such  security  in  an  amount  exceeding  1  per  centum  of  such 
issuer's  total  outstanding  securities  during  any  period  of  less  than 
thirty  days.  Such  investment  company  shall  exercise  voting  rights  by 
proxy  or  otherwise  with  respect  to  any  security  purchased  or  acquired 
pursuant  to  this  subparagraph  in  the  manner  prescribed  by  subpara- 
graph (E)  of  this  subsection. 

(G)  For  the  purposes  of  this  paragraph  (1) ,  the  value  of  an  invest- 
ment company's  total  assets  shall  be  computed  as  of  the  time  of  a  pur- 
chase or  acquisition  or  as  closely  thereto  as  is  reasonably  possible. 

(H)  In  any  action  brought  to  enforce  the  provisions  of  this  para- 
graph (1),  the  Commission  may  join  as  a  party  the  issuer  of  any 
security  purchased  or  otherwise  acquired  in  violation  of  this  para- 
graph (1),  and  the  court  may  issue  any  order  with  respect  to  such 
issuer  as  may  be  necessary  or  appropriate  for  the  enforcement  of  the 
provisions  of  this  paragraph  ( 1 ) . 

(2)  It  shall  be  unlawful  for  any  registered  investment  company 
and  any  company  or  companies  controlled  by  such  registered  invest- 
ment company  to  purchase  or  otherwise  acquire  any  security  (except 
a  security  received  as  a  dividend  or  as  a  result  of  a  plan  of  reorganiza- 
tion of  any  company,  other  than  a  plan  devised  for  the  purpose  of 
evading  the  provisions  of  this  paragraph)  issued  by  any  insurance 
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company  of  which  such  registered  investment  company  and  any  com- 
pany or  companies  controlled  iby  such  registered  company  do  not,  at 
the  time  of  such  purchase  or  acquisition,  own  in  the  aggregate  at  least 
25  per  centum  of  the  total  outstanding  voting  stock,  if  such  registered 
company  and  any  company  or  companies  controlled  by  it  own  in  the 
aggregate,  or  as  a  result  of  such  purchase  or  acquisition  will  own  in 
the  aggregate,  more  than  10  per  centum  of  the  total  outstanding  voting 
stock  of  such  insurance  company. 

(3)  It  shall  be  unlawful  for  any  registered  investment  company 
and  any  company  or  companies  controlled  by  such  registered  invest- 
ment company  to  purchase  or  otherwise  acquire  any  security  issued  by 
or  any  other  interest  in  the  business  of  any  person  who  is  a  broker,  a 
dealer,  is  engaged  in  the  business  of  underwriting,  or  is  either  an  in- 
vestment adviser  of  an  investment  company  or  an  investment  adviser 
registered  under  title  II  of  this  Act,  unless  (A)  such  person  is  a  cor- 
poration all  the  outstanding  securities  of  which  (other  than  short- 
term  paper,  securities  representing  bank  loans,  and  directors'  qualify- 
ing shares)  are,  or  after  such  acquisition  will  be,  owned  by  one  or 
more  registered  investment  companies;  and  (B)  such  person  is  pri- 
marily engaged  in  the  business  of  underwriting  and  distributing 
securities  issued  by  other  persons,  selling  securities  to  customers,  or 
any  one  or  more  of  such  or  related  activities,  and  the  gross  income  of 
such  person  normally  is  derived  principally  from  such  business  or 
related  activities. 

(e)  Notwithstanding  any  provisions  of  this  title,  any  registered 
investment  company  may  hereafter  purchase  or  otherwise  acquire 
any  security  issued  by  any  one  corporation  engaged  or  proposing  to 
engage  in  the  business  of  underwriting,  furnishing  capital  to  indus- 
try, financing  promotional  enterprises,  purchasing  securities  of  issuers 
for  which  no  ready  market  is  in  existence,  and  reorganizing  com- 
panies or  similar  activities ;  provided — 

(1)  That  the  securities  issued  by  such  corporation  (other  than 
short-term  paper  and  securities  representing  bank  loans)  shall 
consist  solely  of  one  class  of  common  stock  and  shall  have  been 
originally  issued  or  sold  for  investment  to  registered  investment 
companies  only ; 

(2)  That  the  aggregate  cost  of  the  securities  of  such  corpora- 
tion purchased  by  such  registered  investment  company  does  not 
exceed  5  per  centum  of  the  value  of  the  total  assets  of  such 
registered  company  at  the  time  of  any  purchase  or  acquisition 
of  such  securities ;  and 

(3)  That  the  aggregate  paid-in  capital  and  surplus  of  such 
corporation  does  not  exceed  $100,000,000. 

For  the  purpose  of  paragraph  (1)  of  section  5(b)  any  investment 
in  any  such  corporation  shall  be  deemed  to  be  an  investment  in  an 
investment  company. 

(f)  Notwithstanding  any  provisions  of  this  Act,  any  registered 
face-amoimt  certificate  company  may  organize  not  more  than  two 
face- amount  certificate  companies  and  acquire  and  own  all  or  any 
part  of  the  capital  stock  only  thereof  if  such  stock  is  acquired  and 
held  for  investment :  Provided^  That  the  aggregate  cost  to  such  reg- 
istered company  of  all  such  stock  so  acquired  shall  not  exceed  six 
times  the  amount  of  the  minimum  capital  stock  requirement  pro- 
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vidod  in  subdivision  (1)  of  subsection  (a)  of  section  28  for  a  face- 
amount  company  organized  on  or  after  March  15,  1940:  And  pro- 
vided further^  That  the  aggregate  cost  to  such  registered  company 
of  all  such  capital  Stock  issued  by  face-amount  certificate  companies 
organized  or  otherwise  created  under  laws  other  than  the  laws  of  the 
United  States  or  any  State  thereof  shall  not  exceed  twice  the  amount 
of  the  minimum  capital  stock  requirement  provided  in  subdivision 
(1)  of  subsection  (a)  of  section  28  for  a  company  organized  on  or 
after  March  15,  1940.  Nothing  contained  in  this  subsection  shall  be 
deemed  to  prevent  the  sale  of  any  such  stock  to  any  other  person  if 
the  original  purchase  was  made  by  such  registered  face-a^mount 
certificate  company  in  good  faith  for  investment  and  not  for  resale. 
(g)  Notwithstanding  the  provisions  of  this  section  any  registered 
investment  company  and  any  company  or  companies  controlled  by 
such  registered  company  may  purchase  or  otherwise  acquire  from 
another  investment  company  or  any  company  or  companies  con- 
trolled by  such  registered  company  more  than  10  per  centum  of  the 
total  outstanding  voting  stock  of  any  insurance  company  owned  by 
any  such  company  or  companies,  or  may  acquire  the  securities  of  any 
insurance  company  if  the  Commission  by  order  determines  that  such 
acquisition  is  in  the  public  interest  because  the  financial  condition 
of  such  insurance  company  will  be  improved  as  a  result  of  such  acqui- 
sition or  any  plan  contemplated  as  a  result  thereof.  This  section 
shall  not  be  deemed  to  pronibit  the  promotion  of  a  new  insurance 
company  or  the  acquisition  of  the  securities  of  any  newly  created 
insurance  company  by  a  registered  investment  company,  alone  or 
with  other  persons.  Nothing  contained  in  this  section  shall  in  any 
way  affect  or  derogate  from  the  powers  of  any  insurance  commis- 
sioner or  similar  official  or  agency  of  the  United  States  or  any  State, 
or  to  affect  the  right  under  State  law  of  any  insurance  company  to 
acquire  securities  of  any  other  insurance  company  or  insurance 
companies. 

CHANGES   IN   INVESTMENT   POLICY 

Sec.  13.  (a)  No  registered  investment  company  shall,  unless  author- 
ized by  the  vote  of  a  majority  of  its  outstanding  voting  securities — 

(1)  change  its  subclassification  as  defined  in  section  5  (a)  (1) 
and  (2)  of  this  title  or  its  subclassification  from  a  diversified 
to  a  non-diversified  company ; 

(2)  borrow  money,  issue  senior  securities,  underwrite  securities 
issued  by  other  persons,  purchase  or  sell  real  estate  or  commodi- 
ties or  make  loans  to  other  persons,  except  in  each  case  in 
accordance  with  the  recitals  of  policy  contained  in  its  registra- 
tion statement  in  respect  thereto ; 

(3)  deviate  from  its  policy  in  respect  of  concentration  of 
investments  in  any  particular  industry  or  group  of  industries 
as  recited  in  its  registration  statement,  deviate  from  any  invest- 
ment policy  which  is  changeable  only  if  authorized  by  shareholder 
vote,  or  deviate  from  any  policy  recited  in  its  registration  state- 
ment pursuant  to  section  8(b)(3); 

(4)  change  the  nature  of  its  business  so  as  to  cease  to  be  an 
investment  company. 
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(b)  In  the  case  of  a  common-law  trust  of  the  character  described 
in  section  16(c),  either  written  approval  by  holders  of  a  majority 
of  the  outstanding  shares  of  beneficial  interest  or  the  vote  of  a  majority 
of  such  outstanding  shares  cast  in  person  or  by  proxy  at  a  meeting 
called  for  the  purpose  shall  for  the  purposes  of  subsection  (a)  be 
deemed  the  equivalent  of  the  vote  of  a  majority  of  the  outstanding 
voting  securities,  and  the  provisions  of  paragraph  (42)  of  section  2(a) 
as  to  a  majority  shall  be  applicable  to  the  vote  cast  at  such  a  meeting. 

SIZE    OF    INVESTMENT    COMPANIES 

Sec.  14.  (a)  No  registered  investment  company  organized  after 
the  date  of  enactment  of  this  title,  and  no  principal  underwriter  for 
such  a  company,  shall  make  a  public  offering  of  securities  of  which 
such  company  is  the  issuer,  unless — 

( 1 )  such  company  has  a  net  worth  of  at  least  $100,000 ; 

(2)  such  company  has  previously  made  a  public  offering  of 
its  securities,  and  at  the  time  of  such  offering  had  a  net  worth 
of  at  least  $100,000;  or 

(3)  provision  is  made  in  connection  with  and  as  a  condition 
of  the  registration  of  such  securities  under  the  Securities  Act 
of  1933  which  in  the  opinion  of  the  Commission  adequately 
insures  (A)  that  after  the  effective  date  of  such  registration 
statement  such  company  will  not  issue  any  security  or  receive  any 
proceeds  of  any  subscription  for  any  security  until  firm  agree- 
ments have  been  made  with  such  company  by  not  more  than 
twenty-five  responsible  persons  to  purchase  from  it  securities  to 
be  issued  by  it  for  an  aggregate  net  amount  which  plus  the  then 
net  worth  of  the  company,  if  any,  will  equal  at  least  $100,000; 
(B)  that  said  aggregate  net  amount  will  be  paid  in  to  such  com- 
pany before  any  subscriptions  for  such  securities  will  be  accepted 
from  any  persons  in  excess  of  twenty-five;  (C)  that  arrange- 
ments will  be  made  whereby  any  proceeds  so  paid  in,  as  well 
as  any  sales  load,  will  be  refunded  to  any  subscriber  on  demand 
without  any  deduction,  in  the  event  that  the  net  proceeds  so 
received  by  the  company  do  not  result  in  the  company  having  a 
net  worth  of  at  least  $100,000  within  ninety  days  after  such 
registration  statement  becomes  effective. 

At  any  time  after  occurrence  of  the  event  specified  in  clause  (C) 
of  paragraph  (3)  of  this  subsection  the  Commission  may  issue  a 
stop  order  suspending  the  effectiveness  of  the  registration  statement 
of  such  securities  under  the  Securities  Act  of  1933  and  may  suspend 
or  revoke  the  registration  of  such  company  under  this  title. 

(b)  The  Commission  is  authorized,  at  such  times  as  it  deems  that 
any  substantial  further  increase  in  size  of  investment  companies 
creates  any  problem  involving  the  protection  of  investors  or  the  public 
interest,  to  make  a  study  and  investigation  of  the  effects  of  size  on 
the  investment  policy  of  investment  companies  and  on  security  mar- 
kets, on  concentration  of  control  of  wealth  and  industry,  and  on  com- 
panies in  which  investment  companies  are  interested,  and  from  time 
to  time  to  report  the  results  of  its  studies  and  investigations  and  its 
recommendations  to  the  Congress. 
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INVESTMENT   ADVISORY   AND   UNDERWRITING   CONTRACTS 

Sec.  15.  (a)  It  shall  be  unlawful  for  any  person  to  serve  or  act  as 
investment  adviser  of  a  registered  investment  company,  except  pursu- 
ant to  a  written  contract,  which  contract,  whether  with  such  registered 
company  or  with  an  investment  adviser  of  such  registered  company, 
has  been  approved  by  the  vote  of  a  majority  of  the  outstanding  voting 
securities  of  such  registered  company,  and — 

(1)  precisely  describes  all  compensation  to  be  paid  thereunder; 

(2)  shall  continue  in  effect  for  a  period  more  than  two  years 
from  the  date  of  its  execution,  only  so  long  as  such  continuance  is 
specifically  approved  at  least  annually  by  the  board  of  directors 
or  by  vote  of  a  majority  of  the  outstanding  voting  securities  of 
such  company ; 

(3)  provides,  in  substance,  that  it  may  be  terminated  at  any 
time,  without  the  payment  of  any  penalty,  by  the  board  of  direc- 
tors of  such  registered  company  or  by  vote  of  a  majority  of  the 
outstanding  voting  securities  of  such  company  on  not  more  than 
sixty  days'  written  notice  to  the  investment  adviser;  and 

(4)  provides,  in  substance,  for  its  automatic  termination  in  the 
event  of  its  assignment. 

(b)  It  shall  be  unlawful  for  any  principal  underwriter  for  a  reg- 
istered open-end  company  to  offer  for  sale,  sell,  or  deliver  after  sale 
any  security  of  which  such  company  is  the  issuer,  except  pursuant 
to  a  written  contract  with  such  company,  which  contract — 

(1)  shall  continue  in  effect  for  a  period  more  than  two  years 
from  the  date  of  its  execution,  only  so  long  as  such  continuance 
is  specifically  approved  at  least  annually  by  the  board  of  direc- 
tors or  by  vote  of  a  majority  of  the  outstanding  voting  securities 
of  such  company ;  and 

(2)  provides,  in  substance,  for  its  automatic  termination  in 
the  event  of  its  assignment. 

(c)  In  addition  to  the  requirements  of  subsections  (a)  and  (b)  of 
this  section,  it  shall  be  unlawful  for  any  registered  investment  com- 
pany having  a  board  of  directors  to  enter  into,  renew,  or  perform 
any  contract  or  agreement,  written  or  oral,  whereby  a  person  under- 
takes regularly  to  serve  or  act  as  investment  adviser  of  or  principal 
underwriter  for  such  company,  unless  the  terms  of  such  contract  or 
agreement  and  any  renewal  thereof  have  been  approved  by  the  vote 
of  a  majority  of  directors,  who  are  not  parties  to  such  contract  or 
agreement  or  interested  persons  of  any  such  party,  cast  in  person  at 
a  meeting  called  for  the  purpose  of  voting  on  such  approval.  It  shall 
be  the  duty  of  the  directors  of  a  registered  investment  company  to 
request  and  evaluate,  and  the  duty  of  an  investment  adviser  to  such 
company  to  furnish,  such  information  as  may  reasonably  be  necessary 
to  evaluate  the  terms  of  any  contract  whereby  a  person  undertakes 
regularly  to  serve  or  act  as  investment  adviser  of  such  company.  It 
shall  be  unlawful  for  the  directors  of  a  registered  investment  company, 
in  connection  with  their  evaluation  of  the  terms  of  any  contract  where- 
by a  person  undertakes  regularly  to  serve  or  act  as  investment  adviser 
of  such  company,  to  take  into  account  the  purchase  price  or  other  con- 
sideration any  person  may  have  paid  in  connection  with  a  transaction 
of  the  type  referred  to  in  paragraph  (1 ) ,  (3) ,  or  (4)  of  subsection  (f ) 
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(d)  In  the  case  of  a  conimoii-law  trust  of  the  character  described 
in  section  16(c),  either  written  approval  by  holders  of  a  majority  of 
the  outstanding  shares  of  beneficial  interest  or  the  vote  of  a  majority 
of  such  outstanding  shares  cast  in  person  or  by  proxy  at  a  meeting 
called  for  the  purpose  shall  for  the  purposes  of  this  section  be  deemed 
the  equivalent  of  the  vote  of  a  majority  of  the  outstanding  voting 
securities,  and  the  provisions  of  paragraph  (40)  of  section  2(a)  as  to 
a  majority  shall  be  applicable  to  the  vote  cast  at  such  a  meeting. 

(e)  Nothing  contained  in  this  section  shall  be  deemed  to  require  or 
contemplate  any  action  by  an  advisory  board  of  any  registered  com- 
pany or  by  any  of  the  members  of  such  a  board. 

(f )  (1)  An  investment  adviser,  or  a  corporate  trustee  performing 
the  functions  of  an  investment  adviser,  of  a  registered  investment 
company  or  an  affiliated  person  of  such  investment  adviser  or  corpo- 
rate trustee  may  receive  any  amount  or  benefit  in  connection  with  a 
sale  of  securities  of,  or  a  sale  of  any  other  interest  in,  such  investment 
adviser  or  corporate  trustee  whidi  results  in  an  assignment  of  an 
investment  advisory  contract  with  such  company  or  the  change  in 
control  of  or  identity  of  such  corporate  trustee,  if — 

(A)  for  a  period  of  three  years  after  the  time  of  such  action, 
at  least  75  per  centum  of  the  members  of  the  board  of  directors  of 
such  registered  company  or  such  corporate  trustee  (or  successor 
thereto,  by  reorganization  or  otherwise)  are  not  (i)  interested 
persons  of  the  investment  adviser  of  such  company  or  such  cor- 
porate trustee,  or  (ii)  interested  persons  of  the  predecessor  invest- 
ment adviser  or  such  corporate  trustee ;  and 

(B)  there  is  not  imposed  an  unfair  burden  on  such  company 
as  a  result  of  such  transaction  or  any  express  or  implied  terms, 
conditions,  or  understandings  applicable  thereto. 

(2)  (A)  For  the  purpose  of  paragraph  (1)  (A)  of  this  subsection, 
interested  persons  of  a  corporate  trustee  shall  be  determined  in  accord- 
ance with  section  2(a)(19)(B)  :  Provided^  That  no  person  shall  be 
deemed  to  be  an  interested  person  of  a  corporate  trustee  solely  by 
reason  of  (i)  his  being  a  member  of  its  board  of  directors  or  advisory 
board  or  (ii)  his  membership  in  the  immediate  family  of  any  person 
specified  in  clause  (i)  of  this  subparagraph. 

(B)  For  the  purpose  of  paragraph  (1)  (B)  of  this  subsection,  an 
unfair  burden  on  a  registered  investment  company  includes  any 
arrangement,  during  the  two-year  period  after  the  date  on  which  any 
such  transaction  occurs,  whereby  the  investment  adviser  or  corporate 
trustee  or  predecessor  or  successor  investment  advisers  or  corporate 
trustee  or  any  interested  person  of  any  such  adviser  or  any  such  cor- 
porate trustee  receives  or  is  entitled  to  receive  any  compensation 
directly  or  indirectly  (i)  from  any  person  in  connection  with  the  pur- 
chase or  sale  of  securities  or  other  property  to,  from,  or  on  behalf  of 
such  company,  other  than  bona  fide  ordinary  compensation  as  princi- 
pal underwriter  for  such  company,  or  (ii)  from  such  company  or  its 
security  holders  for  other  than  bona  fide  investment  advisory  or  other 
services. 

(3)  If- 

(A)  an  assignment  of  an  investment  advisory  contract  with  a 
registered  investment  company  results  in  a  successor  investment 
adviser  to  such  company,  or  if  there  is  a  change  in  control  of  or 
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identity  of  a  corporate  trustee  of  a  registered  investment  com- 
pany, and  such  adviser  or  trustee  is  then  an  investment  adviser  or 
corporate  trustee  with  respect  to  other  assets  substantially  greater 
in  amount  than  the  amount  of  assets  of  such  company,  or 

(B)   as  a  result  of  a  merger  of,  or  a  sale  of  substantially  all 
the  assets  by,  a  registered  investment  company  with  or  to  another 
registered  investment  company  with  assets  substantially  greater 
in  amount,  a  transaction  occurs  which  would  be  subject  to  para- 
graph (1)  (A)  of  this  subsection, 
such  discrepancy  in  size  of  assets  shall  be  considered  by  the  Commis- 
sion in  determining  whetlier  or  to  what  extent  an  application  under 
section  6(c)  for  exemption  from  the  provisions  of  paragraph  (1)  (A) 
should  be  granted. 

(4)  Paragraph  (1)(A)  of  this  subsection  shall  not  apply  to  a 
transaction  in  which  a  controlling  block  of  outstanding  voting  securi- 
ties of  an  investment  adviser  to  a  registered  investment  company  or  of 
a  corporate  trustee  performing  the  functions  of  an  investment  adviser 
to  a  registered  investment  company  is — 

(A)  distributed  to  the  public  and  in  which  there  is,  in  fact, 
no  change  in  the  identity  of  the  persons  who  control  such  invest- 
ment adviser  or  corporate  trustee,  or 

(B)  transferred  to  the  investment  adviser  or  the  corporate 
trustee,  or  an  affiliated  person  or  persons  of  such  investment  ad- 
viser or  corporate  trustee,  or  is  transferred  from  the  investment 
adviser  or  corporate  trustee  to  an  affiliated  person  or  persons  of 
the  investment  adviser,  or  corporate  trustee:  Provided^  That  (i) 
each  transferee  (other  than  such  adviser  or  trustee)  is  a  natural 
person  and  (ii)  the  transferees  (other  than  such  adviser  or  trustee) 
owned  in  the  aggregate  more  than  25  per  centum  of  such  vot- 
ing securities  for  a  period  of  at  least  six  months  prior  to  such 
transfer. 

CHANGES  IN  BOARD  OF  DIRECTORS ;  PROVISIONS  RELATIVE  TO  STRICT  TRUSTS 

Sec.  16.  (a)  No  person  shall  serve  as  a  director  of  a  registered 
investment  company  unless  elected  to  that  office  by  the  holders  of  the 
outstanding  voting  securities  of  such  company,  at  an  annual  or  a 
special  meeting  duly  called  for  that  purpose;  except  that  vacancies 
occurring  between  such  meetings  may  be  filled  in  any  otherwise  legal 
manner  if  immediately  after  filling  any  such  vacancy  at  least  two- 
thirds  of  the  directors  then  holding  office  shall  have  been  elected  to 
such  office  by  the  holders  of  the  outstanding  voting  securities  of  the 
company  at  such  an  annual  or  special  meeting.  In  the  event  that  at 
any  time  less  than  a  majority  of  the  directors  of  such  company  holding 
office  at  that  time  were  so  elected  by  the  holders  of  the  outstanding 
voting  securities,  the  board  of  directors  or  proper  officer  of  such  com- 
pany shall  forthwith  cause  to  be  held  as  promptly  as  possible  and  in 
any  event  within  sixty  days  a  meeting  of  such  holders  for  the  purpose 
of  electing  directors  to  fill  any  existing  vacancies  in  the  board  of  direc- 
tors unless  the  Commission  shall  by  order  extend  such  period.  The 
foregoing  provisions  of  this  subsection  shall  not  apply  to  members  of 
an  advisory  board. 

Nothing  herein  shall,  however,  preclude  a  registered  investment 
company  from  dividing  its  directors  into  classes  if  its  charter,  certifi- 
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cate  of  incorporation,  articles  of  association,  by-laws,  trust  indenture, 
or  other  instrument  or  the  law  under  which  it  is  organized,  so  pro- 
vides and  prescribes  the  tenure  of  office  of  the  several  classes:  Pro- 
mded^  That  no  class  shall  be  elected  for  a  shorter  period  than  one 
year  or  for  a  longer  period  than  five  years  and  the  term  of  office  of 
at  least  one  class  shall  expire  each  year. 

(b)  Any  vacancy  on  the  board  of  directors  of  a  registered  invest- 
ment company  which  occurs  in  connection  with  compliance  with  sec- 
tion 15(f)  (1)  (A)  and  which  must  be  filled  by  a  person  who  is  not  an 
interested  person  of  either  party  to  a  transaction  subject,  to  section 
15(f)  (1)  (A)  shall  be  filled  only  by  a  person  (1)  who  has  been  selected 
and  proposed  for  election  by  a  majority  of  the  directors  of  such  com- 
pany who  are  not  such  interested  persons,  and  (2)  who  has  been  elected 
by  the  holders  of  the  outstanding  voting  securities  of  such  company, 
except  that  in  the  case  of  the  death,  disqualification,  or  bona  fide  res- 
ignation of  a  director  selected  and  elected  pursuant  to  clauses  (1) 
and  (2)  of  this  subsection  (b),  the  vacancy  created  thereby  may  be 
filled  as  provided  in  subsection  (a) . 

(c)  The  foregoing  provisions  of  this  section  shall  not  apply 
to  a  common-law  trust  existing  on  the  date  of  enactment  of  this 
title  under  an  indenture  of  trust  which  does  not  provide  for  the 
election  of  trustees  by  the  shareholders.  No  natural  person  shall 
serve  as  trustee  of  such  a  trust,  which  is  registered  as  an  investment 
company,  after  the  holders  of  record  of  not  less  than  two-thirds  of 
the  outstanding  shares  of  beneficial  interest  in  such  trust  have 
declared  that  he  be  removed  from  that  office  either  by  declaration 
in  writing  filed  with  the  custodian  of  the  securities  of  the  trust  or 
by  votes  cast  in  person  or  by  proxy  at  a  meeting  called  for  the 
purpose.  Solicitation  of  such  a  declaration  shall  be  deemed  a  solici- 
tation of  a  proxy  within  the  meaning  of  section  20(a). 

The  trustees  of  such  a  trust  shall  promptly  call  a  meeting  of 
shareholders  for  the  purpose  of  voting  upon  the  question  of  removal 
of  any  such  trustee  or  trustees  when  requested  in  writing  so  to  do 
by  the  record  holders  of  not  less  than  10  per  centum  of  the 
outstanding  shares. 

Wlienever  ten  or  more  shareholders  of  record  who  have  been  such 
for  at  least  six  months  preceding  the  date  of  application,  and  who 
hold  in  the  aggregate  either  shares  having  a  net  asset  value  of  at 
least  $25,000  or  at  least  1  per  centum  of  the  outstanding  shares, 
whichever  is  less,  shall  apply  to  the  trustees  in  writing,  stating  that 
they  wish  to  communicate  with  other  shareholders  with  a  view  to 
obtaining  signatures  to  a  request  for  a  meeting  pursuant  to  this  sub- 
section (c)  and  accompanied  by  a  form  of  communication  and 
request  which  they  wish  to  transmit,  the  trustees  shall  within  ^yq 
business  days  after  receipt  of  such  application  either — 

(1)  afford  to  such  applicants  access  to  a  list  of  the  names  and 
addresses  of  all  shareholders  as  recorded  on  the  books  of  the 
trust;  or 

(2)  inform  such  applicants  as  to  the  approximate  number  of 
shareholders  of  record,  and  the  approximate  cost  of  mailing  to 
them  the  proposed  communication  and  form  of  request. 

If  the  trustees  elect  to  follow  the  course  specified  in  paragraph  (2) 
of  this  subsection  (c)  the  trustees,  upon  the  written  request  of  such 
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applicants,  accompanied  by  a  tender  of  the  material  to  be  mailed  and 
of  the  reasonable  expenses  of  mailing,  shall,  with  reasonable  prompt- 
ness, mail  such  material  to  all  shareholders  of  record  at  their 
addresses  as  recorded  on  the  books,  unless  within  five  business  days 
after  such  tender  the  trustees  shall  mail  to  such  applicants  and  file 
with  the  Commission,  together  with  a  copy  of  the  material  to  be 
mailed,  a  written  statement  signed  by  at  least  a  majority  of  the 
trustees  to  the  effect  that  in  their  opinion  either  such  material  con- 
tains untrue  statement  of  fact  or  omits  to  state  facts  necessary  to 
make  the  statements  contained  therein  not  misleading,  or  would  be  in 
violation  of  applicable  law,  and  specifying  the  basis  of  such  opinion. 
After  opportunity  for  hearing  upon  the  objections  specified  in  the 
written  statement  so  filed,  the  Commission  may,  and  if  demanded  by 
the  trustees  or  by  such  applicants  shall,  enter  an  order  either  sus- 
taining one  or  more  of  such  objections  or  refusing  to  sustain  any  of 
them.  If  the  Commission  shall  enter  an  order  refusing  to  sustain 
any  of  such  objections,  or  if,  after  the  entry  of  an  order  sustaining 
one  or  more  of  such  objections,  the  Commission  shall  find,  after 
notice  and  opportunity  for  hearing,  that  all  objections  so  sustained 
have  been  met,  and  shall  enter  an  order  so  declaring,  the  trustees 
shall  mail  copies  of  such  material  to  all  shareholders  with  reasonable 
promptness  after  the  entry  of  such  order  and  the  renewal  of  such 
tender. 

TRANSACTIONS   OF   CERTAIN   AFFILIATED   PERSONS   AND   UNDERWRITERS 

Sec.  17.  (a)  It  shall  be  unlawful  for  any  affiliated  person  or  pro- 
moter of  or  principal  underwriter  for  a  registered  investment  com- 
pany (other  than  a  company  of  the  character  described  in  section 
12(d)  (3)  (A)  and  (B)),  or  any  affiliated  person  of  such  a  person, 
promoter,  or  principal  underwriter,  acting  as  principal — 

(1)  knowingly  to  sell  any  security  or  other  property  to  such 
registered  company  or  to  any  company  controlled  by  such  regis- 
tered company,  unless  such  sale  involves  solely  (A)  securities  of 
which  the  buyer  is  the  issuer,  (B)  securities  of  which  the  seller 
is  the  issuer  and  which  are  part  of  a  general  offering  to  the 
holders  of  a  class  of  its  securities,  or  (C)  securities  deposited 
with  the  trustee  of  a  unit  investment  trust  or  periodic  payment 
plan  by  the  depositor  thereof ; 

(2)  knowingly  to  purchase  from  such  registered  company,  or 
from  any  company  controlled  by  such  registered  company,  any 
security  or  other  property  (except  securities  of  which  the  seller 
is  the  issuer) ;  or 

(3)  to  borrow  money  or  other  propertv  from  such  registered 
company  or  from  any  company  controlled  by  such  registered 
company  (unless  tlie  borrower  is  controlled  by  the  lender)  except 
as  permitted  in  section  21  (b) . 

(b)  Notwithstanding  subsection  (a),  any  person  may  file  with  the 
Commission  an  application  for  an  order  exempting  a  proposed  trans- 
action of  the  applicant  from  one  or  more  provisions  of  that  subsection. 
The  Commission  shall  grant  such  application  and  issue  such  order  of 
exemption  if  evidence  establishes  that — 

(1)  the  terms  of  the  proposed  transaction,  including  the  con- 
sideration to  be  paid  or  received,  are  reasonable  and  fair  and  do  not 
involve  overreaching  on  the  part  of  any  person  concerned ; 
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(2)  the  proposed  transaction  is  consistent  with  the  policy  of 
each  registered  investment  company  concerned,  as  recited  in  its 
registration  statement  and  reports  filed  under  this  title ;  and 

(3)  the  proposed  transaction  is  consistent  with  the  general 
purposes  of  this  title. 

(c)  Notwithstanding  subsection  (a),  a  person  may,  in  the  ordinary 
course  of  business,  sell  to  or  purchase  from  any  company  merchan- 
dise or  may  enter  into  a  lessor-lessee  relationship  with  any  person 
and  furnish  the  services  incident  thereto. 

(d)  It  shall  be  unlawful  for  any  affiliated  person  of  or  principal 
underwriter  for  a  registered  investment  company  (other  than  a  com- 
pany of  the  character  described  in  section  12(d)  (3)  (A)  and  (B)), 
or  any  affiliated  person  of  such  a  person  or  principal  underwriter, 
acting  as  principal  to  effect  any  transaction  in  which  such  registered 
company,  or  a  company  controlled  by  such  registered  company,  is  a 
joint  or  a  joint  and  several  participant  with  such  person,  principal 
underwriter,  or  affiliated  person,  in  contravention  of  such  rules  and 
regulations  as  the  Commission  may  prescribe  for  the  purpose  of  limit- 
ing or  preventing  participation  by  such  registered  or  controlled  com- 
pany on  a  basis  different  from  or  less  advantageous  than  that  of  such 
other  participant.  Nothing  contained  in  this  subsection  shall  be  deemed 
to  preclude  any  affiliated  person  from  acting  as  manager  of  any  under- 
writing syndicate  or  other  group  in  which  such  registered  or  con- 
trolled company  is  a  participant  and  receiving  compensation  therefor. 

(e)  It  shall  be  unlawful  for  any  affiliated  person  of  a  registered 
investment  company,  or  any  affiliated  person  of  such  person — 

( 1 )  acting  as  agent,  to  accept  from  any  source  any  compensation 
(other  than  a  regular  salary  or  wages  from  such  registered  com- 
pany) for  the  purchase  or  sale  of  any  property  to  or  for  such 
registered  company  or  any  controlled  company  thereof,  except  in 
the  course  of  such  person's  business  as  an  underwriter  or  broker; 
or 

(2)  acting  as  broker,  in  connection  with  the  sale  of  securities 
to  or  by  such  registered  company  or  any  controlled  company 
thereof,  to  receive  from  any  source  a  commission,  fee,  or  other 
remuneration  for  effecting  such  transaction  which  exceeds  (A) 
the  usual  and  customary  broker's  commission  if  the  sale  is  effected 
on  a  securities  exchange,  or  (B)  2  per  centum  of  the  sales  price  if 
the  sale  is  effected  in  connection  with  a  secondary  distribution  of 
such  securities,  or  (C)  1  per  centum  of  the  purchase  or  sale  price 
of  such  securities  if  the  sale  is  otherwise  effected  unless  the  Coni- 
mission  shall,  by  rules  and  regulations  or  order  in  the  public 
interest  and  consistent  with  the  protection  of  investors,  permit  a 
larqrer  commission. 

(f)  Every  registered  management  company  shall  place  and  main- 
tain its  securities  and  similar  investments  in  the  custody  of  (1)  a  bank 
or  banks  having  the  qualifications  prescribed  in  paragraph  (1)  of 
section  26(a)  of  this  title  for  the  trustees  of  unit  investment  trusts;  or 
(2)  a  company  which  is  a  member  of  a  national  securities  exchange  as 
defined  in  the  Securities  Exchange  Act  of  1934,  subject  to  such  rules 
and  regulations  as  the  Commission  may  from  time  to  time  prescribe 
for  the  protection  of  investors;  or  (3)  such  registered  company,  but 
only  in  accordance  with  such  rules  and  regulations  or  orders  as  the 
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Commission  may  from  time  to  time  prescribe  for  the  protection  of 
investors.  Subject  to  such  rules,  regulations,  and  orders  as  the  Com- 
mission may  adopt  as  necessary  or  appropriate  for  the  protection  of 
investors,  a  registered  management  company  or  any  such  custodian, 
with  the  consent  of  the  registered  management  company  for  which  it 
acts  as  custodian,  may  deposit  all  or  any  part  of  the  securities  owned 
by  such  registered  management  company  in  a  system  for  the  central 
handling  of  securities  established  by  a  national  securities  exchange  or 
national  securities  association  registered  with  the  Commission  under 
the  Securities  Exchange  Act  of  19M,  or  such  other  person  as  may  be 
permitted  by  the  Commission,  pursuant  to  which  system  all  securities 
of  any  particular  class  or  series  of  any  issuer  deposited  within  the 
system  are  treated  as  fungible  and  may  be  transferred  or  pledged  by 
bookkeeping  entry  without  physical  delivery  of  such  securities.  Rules, 
regulations,  and  orders  of  the  Commission  under  this  subsection,  among 
other  things,  may  make  appropriate  provision  with  respect  to  such 
matters  as  the  earmarking,  segregation,  and  hypothecation  of  such 
securities  and  investments,  and  may  provide  for  or  require  periodic 
or  other  inspections  by  any  or  all  of  the  following :  Independent  public 
accountants,  employees  and  agents  of  the  Commission,  and  such  other 
persons  as  the  Commission  may  designate.  No  such  member  which 
trades  in  securities  for  its  own  account  may  act  as  custodian  except 
in  accordance  with  rules  and  regulations  prescribed  by  the  Commis- 
sion for  the  protection  of  investors.  If  a  registered  company  maintains 
its  securities  and  similar  investments  in  the  custody  of  a  qualified 
bank  or  banks,  the  cash  proceeds  from  the  sale  of  such  securities  and 
similar  investments  and  other  cash  assets  of  the  company  shall  like- 
wise be  kept  in  the  custody  of  such  a  bank  or  banks,  or  in  accordance 
with  such  rules  and  regulations  or  orders  as  the  Commission  may  from 
time  to  time  prescribe  for  the  protection  of  investors,  except  that  such 
a  registered  company  may  maintain  a  checking  account  in  a  bank  or 
banks  having  the  qualifications  prescribed  in  paragraph  (1)  of  section 
26(a)  of  this  title  for  the  trustees  of  unit  investment  trusts  with  the 
balance  of  such  account  or  the  aggregate  balances  of  such  accounts 
at  no  time  in  excess  of  the  amount  of  the  fidelitv  bond,  maintained  pur- 
suant to  section  17(g)  of  this  title,  covering  the  officers  or  employees 
authorized  to  draw  on  such  account  or  accounts. 

(g)  The  Commission  is  authorized  to  require  by  rules  and  regula- 
tions or  orders  for  the  protection  of  investors  that  any  officer  or  em- 
ployee of  a  registered  management  investment  company  who  may 
singly,  or  jointly  with  others,  have  access  to  securities  or  funds  of 
any  registered  companv,  either  dire/^tlv  or  throup^h  authority  to  draw 
upon  such  funds  or  to  direct  generally  the  disposition  of  such  securities 
(unless  the  officer  or  employee  has  such  acx^ess  sol  el  v  through  his  posi- 
tion as  an  officer  or  empolyee  of  a  bank)  be  bonded  by  a  reputable 
fidelity  insurance  company  against  larceny  and  embezzlement  in  such 
reasonable  minimum  amounts  as  the  Commission  may  prescribe. 

(h)  After  one  year  from  the  effective  date  of  this  title,  neither 
the  charter,  certificate  of  incorporation,  articles  of  association,  inden- 
ture of  trust,  nor  the  by-laws  of  any  registered  investment  company, 
nor  any  other  instrument  pursuant  to  which  such  a  company  is 
organized  or  administered,  shall  contain  any  provision  which  pro- 
tects or  purports  to  protect  any  director  or  officer  of  such  company 
against  any  liability  to  the  company  or  to  its  security  holders  to 
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which  he  would  otherwise  be  subject  by  reason  of  willful  misfeasance, 
bad  faith,  gross  negligence  or  reckless  disregard  of  the  duties  involved 
in  the  conduct  of  his  office. 

In  the  event  that  any  such  instrument  does  not  at  the  effective  date 
of  this  Act  comply  with  the  requirements  of  this  subsection  (h)  and 
is  not  amended  to  comply  therewith  prior  to  the  expiration  of  said 
one  year,  such  company  may  nevertheless  continue  to  be  a  registered^ 
investment  company  and  shall  not  be  deemed  to  violate  this  subsec- 
tion if  prior  to  said  expiration  date  each  such  director  or  officer  shall 
have  filed  with  the  Commission  a  waiver  in  writing  of  any  protective 
provision  of  the  instrument  to  the  extent  that  it  does  not  comply 
with  this  subsection,  and  each  such  person  subsequently  elected  or 
appointed  shall  before  assuming  office  file  a  similar  waiver. 

(i)  After  one  year  from  the  effective  date  of  this  title  no  contract 
or  agreement  under  which  any  person  undertakes  to  act  as  investment 
adviser  of,  or  principal  underwriter  for,  a  registered  investment  com- 
pany shall  contain  any  provision  which  protects  or  puiports  to 
protect  such  person  against  any  liability  to  such  company  or  its 
security  holders  to  which  he  would  otherwise  be  subject  by  reason 
of  willful  misfeasance,  bad  faith,  or  gross  negligence,  in  the  per- 
formance of  his  duties,  or  by  reason  of  his  reckless  disregard  of  his 
obligations  and  duties  under  such  contract  or  agreement. 

In  the  event  that  any  such  contract  or  agreement  does  not  at  the 
effective  date  of  this  Act  comply  with  the  requirements  of  his  sub- 
section (i)  and  is  not  amended  to  comply  therewith  prior  to  the 
expiration  of  said  one  year,  this  subsection  shall  not  be  deemed  to 
have  been  violated  if  prior  to  said  expiration  date  each  such  invest- 
ment adviser  or  principal  underwriter  shall  have  filed  with  the  Com- 
mission a  waiver  in  writing  of  any  protective  provision  of  the 
contract  or  agreement  to  the  extent  that  it  does  not  comply  with  this 
subsection. 

(j)  It  shall  be  unlawful  for  any  affiliated  person  of  or  principal 
underwriter  for  a  registered  investment  company  or  any  affiliated 
person  of  an  investment  adviser  of  or  principal  underwriter  for  a 
registered  investment  company,  to  engage  in  any  act,  practice,  or 
course  of  business  in  connection  with  the  purchase  or  sale,  directly  or 
indirectlv,  by  such  person  of  any  security  held  or  to  be  acquired  by 
such  registered  investment  company  in  contravention  of  such  rules 
and  regulations  as  the  Commission  may  a<iopt  to  define,  and  prescribe 
means  reasonably  necessary  to  prevent,  such  acts,  practices,  or  courses 
of  business  as  are  fraudulent,  deceptive  or  manipulative.  Such  rules 
and  regulations  may  include  requirements  for  the  adoption  of  codes 
of  ethics  bv  registered  investment  companies  and  investment  advisers 
of,  and  principal  underwriters  for,  such  investment  companies  estab- 
lishing such  standards  as  are  reasonably  necessary  to  prevent  such 
acts,  practices,  or  courses  of  business. 

CAPITAL    STRUCTURE 

Sec.  18.  (a)  It  shall  be  unlawful  for  any  registered  closed-end 
company  to  issue  any  class  of  senior  security,  or  to  sell  any  such 
security  of  which  it  is  the  issuer,  unless — 

(1)   if  such  class  of  senior  security  represents  an  indebted- 
ness— 
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(A)  immediately  after  such  issuance  or  sale,  it  will  have 
an  asset  coverage  of  at  least  300  per  centum ; 

(B)  provision  is  made  to  prohibit  the  declaration  of  any 
dividend  (except  a  dividend  payable  in  stock  of  the  issuer), 
or  the  declaration  of  any  other  distribution,  upon  any  class 
of  the  capital  stock  of  such  investment  company,  or  the 
purchase  of  any  such  capital  stock,  unless,  in  every  such 
case,  such  class  of  senior  securities  has  at  the  time  of  the 
declaration  of  any  such  dividend  or  distribution  or  at  the 
time  of  any  such  purchase  an  asset  coverage  of  at  least  300 
per  centum  after  deducting  the  amount  of  such  dividend, 
distribution,  or  purchase  price,  as  the  case  may  be,  except 
that  dividends  may  be  declared  upon  any  preferred  stock 
if  such  senior  security  representing  indebtedness  has  an 
asset  coverage  of  at  least  200  per  centum  at  the  time  of 

.  declaration   thereof   after   deducting   the   amount   of   such 
dividend;  and 

(C)  provision  is  made  either — 

(i)  that,  if  on  the  last  business  day  of  each  of  twelve 
consecutive  calendar  months  such  class  of  senior  securi- 
ties shall  have  an  asset  coverage  of  less  than  100  per 
centum,  the  holders  of  such  securities  voting  as  a  class 
shall  be  entitled  to  elect  at  least  a  majority  of  the  mem- 
bers of  the  board  of  directors  of  such  registered  com- 
pany, such  voting  right  to  continue  until  such  class  of 
senior  security  shall  have  an  asset  coverage  of  110  per 
centum  or  more  on  the  last  business  day  of  each  of  three 
consecutive  calendar  months,  or 

(ii)  that,  if  on  the  last  business  day  of  each  of  twenty- 
four  consecutive  calendar  months  such  class  of  senior 
securities  shall  have  an  asset  coverage  of  less  than  100 
per  centum,  an  event  of  default  shall  be  deemed  to  have 
occurred ; 
(2)  if  such  class  of  senior  security  is  a  stock — 

(A)  immediately  after  such  issuance  or  sale  it  will  have 
an  asset  coverage  of  at  least  200  per  centum ; 

(B)  provision  is  made  to  prohibit  the  declaration  of  any 
dividend  (except  a  dividend  payable  in  common  stock  of  the 
issuer),  or  the  declaration  of  any  other  distribution,  upon 
the  common  stock  of  such  investment  company,  or  the  pur- 
chase of  any  such  common  stock,  unless  in  every  such  case 
such  class  of  senior  security  has  at  the  time  of  the  declara- 
tion of  any  such  dividend  or  distribution  or  at  the  time  of  any 
such  purchase  an  asset  coverage  of  at  least  200  per  centum 
after  deducting  the  amount  of  such  dividend,  distribution  or 
purchase  price,  as  the  case  may  be ; 

(C)  provision  is  made  to  entitle  the  holders  of  such  senior 
securities,  voting  as  a  class,  to  elect  at  least  two  directors  at 
all  times,  and,  subject  to  the  prior  rights,  if  any,  of  the  hold- 
ers of  any  other  class  of  senior  securities  outstanding,  to 
elect  a  majority  of  the  directors  if  at  any  time  dividends  on 
such  class  of  securities  shall  be  unpaid  in  an  amount  equal 
to  two  full  years'  dividends  on  such  securities,  and  to  con- 
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tinue  to  be  so  represented  until  all  dividends  in  arrears 
shall  have  been  paid  or  otherwise  provided  for; 

(D)  provision  is  made  requiring  approval  by  the  vote  of 
a  majority  of  such  securities,  voting  as  a  class,  of  any  plan 
of  reorganization  adversely  affecting  such  securities  or  of 
any  action  requiring  a  vote  of  security  holders  as  in  section 
13  (a)  provided;  and 

(E)  such  class  of  stock  shall  have  complete  priority  over 
any  other  class  as  to  distribution  of  assets  and  payment  of 
dividends,  which  dividends  shall  be  cumulative. 

(b)  The  asset  coverage  in  respect  of  a  senior  security  provided  for 
in  subsection  (a)  may  be  determined  on  the  basis  of  values  calculated 
as  of  a  time  within  forty-eight  hours  (not  including  Sundays  or  holi- 
days) next  preceding  the  time  of  such  determination.  The  time  of 
issue  or  sale  shall,  in  the  case  of  an  offering  of  such  securities  to  exist- 
ing stockholders  of  the  issuer,  be  deemed  to  be  the  first  date  on  which 
such  offering  is  made,  and  in  all  other  cases  shall  be  deemed  to  be  the 
time  as  of  which  a  firm  commitment  to  issue  or  sell  and  to  take  or  pur- 
chase such  securities  shall  be  made. 

(c)  Notwithstanding  the  provisions  of  subsection  (a)  it  shall  be 
unlawful  for  any  registered  closed-end  investment  company  to  issue 
or  sell  any  senior  security  representing  indebtedness  if  immediately 
thereafter  such  company  will  have  outstanding  more  than  one  class  of 
senior  security  representing  indebtedness,  or  to  issue  or  sell  any 
senior  security  which  is  a  stock  if  immediately  thereafter  such  company 
will  have  outstanding  more  than  one  class  of  senior  security  which 
is  a  stock,  except  that  (1)  any  such  class  of  indebtedness  or  stock 
may  be  issued  in  one  or  more  series:  Provided^  That  no  such  series 
shall  have  a  preference  or  priority  over  any  other  series  upon  the 
distribution  of  the  assets  of  such  registered  closed-end  company  or 
in  respect  of  the  payment  of  interest  or  dividends,  and  (2)  promis- 
sory notes  or  other  evidences  of  indebtedness  issued  in  consideration 
of  any  loan,  extension,  or  renewal  thereof,  made  by  a  bank  or  other 
person  and  privately  arranged,  and  not  intended  to  be  publicly  distrib- 
uted, shall  not  be  deemed  to  be  a  separate  class  of  senior  securities 
representing  indebtedness  within  the  meaning  of  this  subsection  (c). 

(d)  It  shall  be  unlawful  for  any  registered  management  company 
to  issue  any  warrant  or  right  to  subscribe  to  or  purchase  a  security 
of  which  such  company  is  the  issuer,  except  in  the  form  of  warrants 
or  rights  to  subscribe  expiring  not  later  than  one  hundred  and 
twenty  days  after  their  issuance  and  issued  exclusively  and  ratably 
to  a  class  or  classes  of  such  company's  security  holders;  except  that 
any  warrant  may  be  issued  in  exchange  for  outstanding  warrants 
in  connection  with  a  plan  of  reorganization. 

(e)  The  provisions  of  this  section  18  shall  not  apply  to  any  senior 
securities  issued  or  sold  by  any  registered  closed-end  company — 

(1)  pursuant  to  any  firm  contract  to  purchase  or  sell  entered 
into  prior  to  March  15, 1940 ; 

(2)  for  the  purpose  of  refunding  through  payment,  purchase, 
redemption,  retirement,  or  exchange,  any  senior  security  of  such 
registered  investment  company  except  that  no  senior  security 
representing  indebtedness  shall  be  so  issued  or  sold  for  the  pur- 
pose of  refunding  any  senior  security  which  is  a  stock ;  or 
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(3)  pursuant  to  any  plan  of  reorganization  (other  than  for 
refunding  as  referred  to  in  subsection  (e)  (2) ),  provided — 

(A)  that  such  senior  securities  are  issued  or  sold  for  the 
purpose  of  substituting  or  exchanging  such  senior  securities 
for  outstanding  senior  securities,  and  if  such  senior  securi- 
ties represent  indebtedness  they  are  issued  or  sold  for  the 
purpose  of  substituting  or  exchanging  such  senior  securities 
for  outstanding  senior  securities  representing  indebtedness, 
of  any  registered  investment  company  which  is  a  party  to 
such  plan  of  reorganization ;  or 

(B)  that  the  total  amount  of  such  senior  securities  so 
issued  or  sold  pursuant  to  such  plan  does  not  exceed  the 
total  amount  of  senior  securities  of  all  the  companies  which 
are  parties  to  such  plan,  and  the  total  amount  of  senior 
securities  representing  indebtedness  so  issued  or  sold  pursu- 
ant to  such  plan  does  not  exceed  the  total  amount  of  senior 
securities  representing  indebtedness  of  all  such  companies, 
or,  alternatively,  the  total  amount  of  such  senior  securities 
so  issued  or  sold  pursuant  to  such  plan  does  not  have  the 
effect  of  increasing  the  ratio  of  senior  securities  representing 
indebtedness  to  the  securities  representing  stock  or  the  ratio 
of  senior  securities  representing  stock  to  securities  junior 
thereto  when  compared  with  such  ratios  as  they  existed 
before  such  reorganization. 

(f)  (1)  It  shall  be  unlawful  for  any  registered  open-end  com- 
pany to  issue  any  class  of  senior  security  or  to  sell  any  senior  security 
of  which  it  is  the  issuer,  except  that  any  such  registered  company 
shall  be  permitted  to  borrow  from  any  bank :  Provided,  That  immedi- 
ately after  any  such  borrowing  there  is  an  asset  coverage  of  at  least 
300  per  centum  for  all  borrowings  of  such  registered  company :  And 
provided  further^  That  in  the  event  that  such  asset  coverage  shall  at 
any  time  fall  below  300  per  centum  such  registered  company  shall, 
within  three  days  thereafter  (not  including  Sundays  and  holidays) 
or  such  longer  period  as  the  Commission  may  prescribe  by  rules  and 
regulations,  reduce  the  amount  of  its  borrowings  to  an  extent  that  the 
asset  coverage  of  such  borrowings  shall  be  at  least  300  per  centum. 

(2)  "Senior  security''  shall  not,  in  the  case  of  a  registered  open-end 
company,  include  a  class  or  classes  or  a  number  of  series  of  preferred 
or  special  stock  each  of  which  is  preferred  over  all  other  classes  or 
series  in  respect  of  assets  specifically  allocated  to  that  class  or  series : 
Provided^  That  (A)  such  company  has  outstanding  no  class  or  series 
of  stock  which  is  not  so  preferred  over  all  other  classes  or  series,  or  (B) 
the  only  other  outstanding  class  of  the  issuer's  stock  consists  of  a  com- 
mon stock  upon  which  no  dividend  (other  than  a  liquidating  dividend) 
is  permitted  to  be  paid  and  which  in  the  aggregate  represents  not  more 
than  one-half  of  1  per  centum  of  the  issuer's  outstanding  voting  securi- 
ties. For  the  purpose  of  insuring  fair  and  equitable  treatment  of  the 
holders  of  the  outstanding  voting  securities  of  each  class  or  series  of 
stock  of  such  company,  the  Commission  may  by  rule,  regulation,  or 
order  direct  that  any  matter  required  to  be  submitted  to  the  holders 
of  the  outstanding  voting  securities  of  such  company  shall  not  be 
deemed  to  have  been  effectively  acted  upon  unless  approved  by  the 
holders  of  such  percentage  (not  exceeding  a  majority)  of  the  outstand- 
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ing  voting  securities  of  each  class  or  series  of  stock  affected  by  such 
matter  as  shall  be  prescribed  in  such  rule,  regulation,  or  order. 

(g)  Unless  otherwise  provided:  "Senior  security"  means  any 
bond,  debenture,  note,  or  similar  obligation  or  instrument  constitut- 
ing a  security  and  evidencing  indebtedness,  and  any  stock  of  a  class 
having  priority  over  any  other  class  as  to  distribution  of  assets  or 
pa^Tnent  of  dividends;  and  "senior  security  representing  indebted- 
ness" means  any  senior  security  other  than  stock. 

The  term  ''senior  security",  when  used  in  subparagraphs  (B)  and 
(C)  of  paragraph  (1)  of  subsection  (a),  shall  not  include  any 
promissory  note  or  other  evidence  of  indebtedness  issued  in  con- 
sideration of  any  loan,  extension,  or  renewal  thereof,  made  by  a 
bank  or  other  person  and  privately  arranged,  and  not  intended  to 
be  publicly  distributed;  nor  shall  such  term,  when  used  in  this 
section  18,  include  any  such  promissory  note  or  other  evidence  of 
indebtedness  in  any  case  where  such  a  loan  is  for  temporary  pur- 
poses only  and  in  an  amount  not  exceeding  5  per  centum  of  the 
value  of  the  total  assets  of  the  issuer  at  the  time  when  the  loan  is 
made.  A  loan  shall  be  presumed  to  be  for  temporary  purposes  if 
it  is  repaid  within  sixty  days  and  is  not  extended  or  renewed; 
otherwise  it  shall  be  presumed  not  to  be  for  temporary  purposes. 
Any  such  presumption  may  be  rebutted  by  evidence. 

(h)  "Asset  coverage"  of  a  class  of  senior  security  representing  an 
indebtedness  of  an  issuer  means  the  ratio  which  the  value  of  the  total 
assets  of  such  issuer,  less  all  liabilities  and  indebtedness  not  repre- 
sented by  senior  securities,  bears  to  the  aggregate  amount  of  senior 
securities  representing  indebtedness  of  such  issuer.  "Asset  coverage" 
of  a  class  of  senior  security  of  an  issuer  which  is  a  stock  means  the  ratio 
which  the  value  of  the  total  assets  of  such  issuer,  less  all  liabilities  and 
indebtedness  not  represented  by  senior  securities,  bears  to  the  aggre- 
gate amount  of  senior  securities  representing  indebtedness  of  such 
issuer  plus  the  aggregate  of  the  involuntary  liquidation  preference  of 
such  class  of  senior  security  which  is  a  stock.  The  involuntary  liqui- 
dation preference  of  a  class  of  senior  security  which  is  a  stock  shall  be 
deemed  to  mean  the  amount  to  which  such  class  of  senior  security 
would  be  entitled  on  involuntary^  liquidation  of  the  issuer  in 
preference  to  a  security  junior  to  it. 

(i)  Except  as  provided  in  subsection  (a)  of  this  section,  or  as  other- 
wise required  by  law,  every  share  of  stock  hereafter  issued  by  a  regis- 
tered management  company  (except  a  common-law  trust  of  the  char- 
acter described  in  section  16(c))  shall  be  a  voting  stock  and  have 
equal  voting  rights  with  every  other  outstanding  voting  stock:  Pro- 
vided^ That  this  subsection  shall  not  apply  to  shares  issued  pursuant  to 
the  terms  of  any  warrant  or  subscription  right  outstanding  on  March 
15,  1940,  or  any  firm  contract  entered  into  before  March  15,  1940,  to 
purchase  such  securities  from  such  company  nor  to  shares  issued  in 
accordance  with  any  mles,  regulations,  or  orders  which  the  Commis- 
sion ma}'  make  permitting  such  issue. 

(j)  Notwithstanding  any  provision  of  this  title,  it  shall  be  unlawful, 
after  the  date  of  enactment  of  this  title,  for  any  registered  face-amount 
certificate  company — 

(1)  to  issue,  except  in  accordance  with  such  rules,  regulations,  or 
orders  as  the  Commission  may  prescribe  in  the  public  interest  or 
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as  necessary  or  appropriate  for  the  protection  of  investors,  any 
security  other  than  (A)  a  face-amount  certificate;  (B)  a  common 
stock  having  a  par  value  and  being  without  preference  as  to  divi- 
dends or  distributions  and  having  at  least  equal  voting  rights  with 
any  outstanding  security  of  such  company;  or  (C)  short-term 
payment  or  promissory  notes  or  other  indebtedness  issued  in  con- 
sideration of  any  loan,  extension,  or  renewal  thereof,  made  by  a 
bank  or  other  person  and  privately  arranged  and  not  intended 
to  be  publicly  offered ; 

(2)  if  such  company  has  outstanding  any  securit}^,  other  than 
such  face-amount  certificates,  common  stock,  promissory  notes, 
or  other  evidence  of  indebtedness,  to  make  any  distribution  or 
declare  or  pay  any  dividend  on  any  capital  security  in  contra- 
vention of  such  rules  and  regulations  or  orders  as  the  Commis- 
sion may  prescribe  in  the  public  interest  or  as  necessary  or  appro- 
priate for  the  protection  of  investors  or  to  insure  the  financial 
integrity  of  such  company,  to  prevent  the  impairment  of  the 
company's  ability  to  meet  its  obligations  upon  its  face-amount 
certificates ;  or 

(3)  to  issue  any  of  its  securities  except  for  cash  or  securities 
including  securities  of  which  such  company  is  the  issuer. 

(k)  The  provisions  of  subparagraphs  (A)  and  (B)  of  paragraph 
(1)  of  subsection  (a)  of  this  section  shall  not  apply  to  investment  com- 
panies operating  under  the  Small  Business  Investment  Act  of  1958, 
and  the  provisions  of  paragraph  (2)  of  said  subsection  shall  not  apply 
to  such  companies  so  long  as  such  class  of  senior  security  shall  be  held 
or  guaranteed  by  the  Small  Business  Administration. 

DIVIDENDS 

Sec.  19.  (a)  It  shall  be  unlawful  for  any  registered  investment  com- 
pany to  pay  any  dividend,  or  to  make  any  distribution  in  the  nature 
of  a  dividend  payment,  wholly  or  partly  from  any  source  other 
than — 

(1)  such  company's  accumulated  undistributed  net  income,  de- 
termined in  accordance  with  good  accounting  practice  and  not 
including  profits  or  losses  realized  upon  the  sale  of  securities  or 
other  properties ;  or 

(2)  such  company's  net  income  so  determined  for  the  current 
or  preceding  fiscal  year ; 

unless  such  payment  is  accompanied  by  a  written  statement  which 
adequately  discloses  the  source  or  sources  of  such  payment.  The  Com- 
mission may  prescribe  the  form  of  such  statement  by  rules  and  regu- 
lations in  the  public  interest  and  for  the  protection  of  investors. 

(b)  It  shall  be  unlawful  in  contravention  of  such  rules,  regula- 
tions, or  orders  as  the  Commission  may  prescribe  as  necessary  or  ap- 
propriate in  the  public  interest  or  for  the  protection  of  investors  for 
any  registered  investment  company  to  distribute  long-term  capital 
gains,  as  defined  in  the  Internal  Revenue  Code  of  1954,  more  often 
than  once  every  twelve  months. 

PROXIES ;  VOTING  TRUSTS  ;  CIRCULAR  OWNERSHIP 

Sec.  20.  (a)  It  shall  be  unlawful  for  any  person,  by  use  of  the  mails 
or  any  means  or  instrumentality  of  interstate  commerce  or  otherwise. 
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to  solicit  or  to  permit  the  use  of  his  name  to  solicit  any  proxy  or  con- 
sent or  authorization  in  respect  of  any  security  of  which  a  registered 
investment  company  is  the  issuer  in  contravention  of  such  rules  and 
regulations  as  the  Commission  may  prescribe  as  necessary  or  appro- 
priate in  the  public  interest  or  for  the  protection  of  investors. 

(b)  It  shall  be  unlawful  for  any  registered  investment  company 
or  affiliated  person  thereof,  any  issuer  of  a  voting-trust  certificate 
relating  to  any  security  of  a  registered  investment  company,  or  any 
underwriter  of  such  a  certificate,  by  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce,  or  otherwise,  to  offer  for 
sale,  sell,  or  deliver  after  sale,  in  connection  with  a  public  offering, 
any  such  voting-trust  certificate.  The  prohibitions  of  this  subsection 
shall  not  apply  to  a  class  of  voting-trust  certificates,  if  any  certificate 
of  such  class  was  made  the  subject  of  a  public  offering  by  the  issuer 
or  by  or  through  an  underwriter  prior  to  March  15, 1940. 

(c)  No  registered  investment  company  shall  purchase  any  voting 
security  if,  to  the  know^ledge  of  such  registered  company,  cross- 
ownership  or  circular  ownership  exists,  or  after  such  acquisition  will 
exist,  between  such  registered  company  and  the  issuer  of  such  secu- 
rity. Cross-ownership  shall  be  deemed  to  exist  between  two  companies 
when  each  of  such  companies  beneficially  owns  more  than  3  per 
centum  of  the  outstanding  voting  securities  of  the  other  company. 
Circular  ownership  shall  be  deemed  to  exist  between  two  companies  if 
such  companies  are  included  within  a  group  of  three  or  more  com- 
panies, each  of  which — 

( 1 )  beneficially  owns  more  than  3  per  centum  of  the  outstand- 
ing voting  securities  of  one  or  more  other  companies  of  the  group ; 
and 

(2)  has  more  than  3  per  centum  of  its  own  outstanding  voting 
securities  beneficially  owned  by  another  company,  or  by  each 
of  two  or  more  other  companies,  of  the  group. 

(d)  If  on  the  effective  date  of  this  title  cross-ownership  or  circular 
ownership  exists  between  a  registered  investment  company  and  any 
other  company  or  companies,  it  shall  be  the  duty  of  such  registered 
company,  within  five  years  after  such  effective  date,  to  eliminate  such 
cross-ownership  or  circular  ownership.  If  at  any  time  after  the  effec- 
tive date  of  this  title  cross-ownership  or  circular  ownership  between 
a  registered  investment  company  and  any  other  company  or  com- 
panies comes  into  existence  upon  the  purchase  by  a  registered  invest- 
ment company  of  the  securities  of  another  company,  it  shall  be  the 
duty  of  such  registered  company,  within  one  year  after  it  first. knows 
of  the  existence  of  such  cross-ownership  or  circular  ownership,  to 
eliminate  the  same. 

LOANS 

Sec.  21.  It  shall  be  unlawful  for  any  registered  management  com- 
pany to  lend  money  or  property  to  any  person,  directly  or  indirectly, 
if— 

(a)  the  investment  policies  of  such  registered  company,  as 
recited  in  its  registration  statement  and  reports  filed  under  this 
title,  do  not  permit  such  a  loan ;  or 

(b)  such  person  controls  or  is  under  common  control  with  such 
registered  company;  except  that  the  provisions  of  this  para- 
graph shall  not  apply  to  the  extension  or  renewal  of  any  such 
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loan  made  prior  to  March  15,  1940,  or  to  any  loan  from  a  regis- 
tered company  to  a  company  wliicli  owns  all  of  the  outstanding 
securities  of  such  registered  company,  except  directoi-s'  qualifying 
shares. 

DISTRIBUTION,  REDEMPTIOX,  AND  REPURCHASE  OF  REDEEMABLE  SECURITIES 

Sec.  22.  (a)  A  securities  association  registered  under  section  15 A 
of  the  Securities  Exchange  Act  of  1934  may  prescribe,  by  rules 
adopted  and  in  effect  in  accordance  witli  said  section  and  subject  to 
all  provisions  of  said  section  applicable  to  the  rules  of  such  an 
association — 

(1)  a  method  or  methods  for  computing  tlie  minimum  price  at 
which  a  member  thereof  may  purchase  from  any  investment 
company  any  redeemable  security  issued  by  such  company  and 
the  maximum  price  at  which  a  member  may  sell  to  such  com- 
pany any  redeemable  security  issued  by  it  or  which  he  may 
receive  for  such  security  upon  redemption,  so  that  the  price  in 
each  case  will  bear  such  relation  to  the  current  net  asset  value  of 
such  security  computed  as  of  such  time  as  the  rules  may  pre- 
scribe; and 

(2)  a  minimum  period  of  time  which  must  elapse  after  the 
sale  or  issue  of  such  security  before  any  resale  to  such  com- 
pany by  a  member  or  its  redemption  upon  surrender  by  a 
member ; 

in  each  case  for  the  purpose  of  eliminating  or  reducing  so  far  as 
reasonably  practicable  any  dilution  of  the  value  of  other  outstanding 
securities  of  such  couipanv  or  any  other  result  of  such  purchase, 
redemption,  or  sale  which  is  unfair  to  holders  of  such  other  out- 
standing securities;  and  said  rules  may  prohibit  the  members  of  the 
association  from  purchasing,  selling,  or  surrendering  for  redemption 
any  such  redeemable  securities  in  contravention  of  said  rules. 

(b)  (1)  Such  a  securities  association  may  also,  by  ru^es  adopted 
and  in  effect  in  accordance  with  said  sex'tion  15 A,  and  notwithstanding 
the  provisions  of  subsection  (b)  (8)  thereof  but  subject  to  all  other 
provisions  of  said  section  applicable  to  the  rules  of  such  an  association, 
prohibit  its  members  from  purchasing,  in  connection  with  a  primary 
distribution  of  redeemable  securities  of  which  any  registered  invest- 
ment company  is  the  issuer,  any  such  security  from  the  issuer  or  from 
any  principal  miderwriter  except  at  a  price  equal  to  the  price  at  which 
such  security  is  then  offered  to  the  public  less  a  commission,  discount, 
or  spread  which  is  computed  in  conformity  with  a  method  or  methods, 
and  within  such  limitations  as  to  the  relation  thereof  to  said  public 
offering  price,  as  such  ru^es  may  prescribe  in  order  that  the  price  at 
which  such  security  is  offered  or  sokl  to  the  public  sliall  not  include 
an  excessive  sales  load  but  shall  allow  for  reasonable  compensation  for 
sales  personnel,  broker-dealers,  and  underwriters,  and  for  reasonable 
sales  loads  to  investors.  The  Commission  shall  on  application  or  other- 
wise, if  it  appears  that  smaller  companies  are  subject  to  relatively 
higher  operating  costs,  make  due  allowance  therefor  by  granting  any 
such  company  or  class  of  companies  appropriate  qualified  exemptions 
from  the  provisions  of  this  section. 

(2)  At  any  time  after  the  expiration  of  eighteen  months  from  the 
date  of  enactment  of  the  Investment  Company  Amendments  Act  of 
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1970,  or  after  a  securities  association  has  adopted  rules  as  contemplated 
by  this  subsection,  the  Commission  may  make  such  rules  and  regula- 
tions pursuant  to  section  15  (b)  (10)  of  the  Securities  Exchange  Act  of 
1934  as  are  appropriate  to  effectuate  the  purpose  of  this  subsection 
with  respect  to  sales  of  shares  of  a  registered  investment  company  by 
broker-dealers  subject  to  regulation  under  section  15(b)(8)  of  that 
Act :  Provided^  That  the  underwriter  of  such  shares  may  file  with  the 
Commission  at  any  time  a  notice  of  election  to  comply  with  the  rules 
prescribed  pursuant  to  this  subsection  by  a  national  securities  associ- 
ation specified  in  such  notice,  and  thereafter  the  sales  load  shall  not 
exceed  that  prescribed  by  such  rules  of  such  association,  and  the 
rules  of  the  Commission  as  hereinabove  authorized  shall  thereafter  be 
inapplicable  to  such  sales. 

(3)  At  any  time  after  the  expiration  of  eighteen  months  from  the 
date  of  enactment  of  the  Investment  Company  Amendments  Act  of 
1970  (or,  if  earlier,  after  a  securities  association  has  adopted  for  pur- 
poses of  paragraph  (1)  any  rule  respecting  excessive  sales  loads) ,  the 
Commission  may  alter  or  supplement  the  rules  of  any  securities  asso- 
ciation as  may  be  necessary  to  effectuate  the  purposes  of  this  subsection 
in  the  manner  provided  by  section  15A(k)(2)  of  the  Securities 
Exchansre  Act  of  1934. 

(4)  If  any  provision  of  this  subsection  is  in  conflict  with  any  pro- 
vision of  any  law  of  the  United  States  in  effect  on  the  date  this  sub- 
section takes  effect,  the  provisions  of  this  subsection  shall  prevail. 

(c)  The  Commission  may  make  rules  and  regulations  applicable  to 
registered  investment  companies  and  to  principal  underwriters  of,  and 
dealers  in,  the  redeemable  securities  of  any  registered  investment  com- 
pany, whether  or  not  members  of  any  securities  association,  to  the  same 
extent,  covering  the  same  subject  matter,  and  for  the  accomplishment 
of  the  same  ends  as  are  prescribed  in  subsection  (a)  of  this  section  in 
respect  of  the  rules  which  may  be  made  by  a  registered  securities  asso- 
ciation governing  its  members.  Any  rules  and  regulations  so  made  by 
the  CommissioYi,  to  the  extent  that  they  may  be  inconsistent  with  the 
rules  of  any  such  association,  shall  so  long  as  they  remain  in  force 
supersede  the  rules  of  the  association  and  be  binding  upon  its  members 
as  well  as  all  other  underwriters  and  dealers  to  whom  they  may  be 
applicable. 

(d)  No  registered  investment  company  shall  sell  any  redeemable 
securitv  issued  by  it  to  any  person  except  either  to  or  throuafh  a  princi- 
pal underwriter  for  distribution  or  at  a  current  public  offering  price 
described  in  the  prospectus,  and,  if  such  class  of  security  is  being  cur- 
rently offered  to  the  public  by  or  through  an  underwriter,  no  principal 
underwriter  of  such  security  and  no  dealer  shall  sell  any  such  security 
to  any  person  except  a  dealer,  a  principal  underwriter,  or  the  issuer, 
except  at  a  current  public  offering  price  described  in  the  prospectus. 
Xothins:  in  this  subsection  shall  prevent  a  sale  made  (i)  pursuant  to  an 
offer  of  exchange  permitted  by  section  11  including  any  offer  made 
pursuant  to  section  11(b)  ;  (ii)  pursuant  to  an  offer  made  solely  to  all 
registered  holdei^  of  the  securities,  or  of  a  particular  class  or  series  of 
securities  issued  by  the  company  proportionate  to  their  holdings  or 
proportionate  to  any  cash  distribution  made  to  them  by  the  company 
(subject  to  appropriate  qnalificatio^is  designed  solely  to  avoid  issu- 
ance of  fractional  securities)  ;  or  (iii)  in  accordance  with  rules  and 
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regulations  of  the  Commission  made  pursuant  to  subsection  (b)  of 
section  12. 

(e)  No  registered  investment  company  sha;ll  suspend  the  right  of 
redemption  or  postpone  the  date  of  payment  or  satisfaction  upon 
redemption  of  any  redeemable  security  in  accordance  with  its  terms 
for  more  than  seven  days  after  the  tender  of  such  security  to  the 
company  or  its  agent  designated  for  that  purpose  for  redemption 
except — 

(1)  for  any  period  (A)  during  which  the  New  York  Stock 
Exchange  is  closed  other  than  customary  week-end  and  holiday 
closings  or  (B)  during  which  trading  on  the  New  York  Stock 
Exchange  is  restricted ; 

( 2 )  for  any  period  during  which  an  emergency  exists  as  a  result 
of  which  (A)  disix)sal  by  the  company  of  securities  owned  by  it 
is  not  reasonably  practicable  or  (B)  it  is  not  reasonably  practi- 
cable for  such  company  fairly  to  determine  the  value  of  its  net 
assets ;  or 

(3)  for  such  other  periods  as  the  Commission  may  by  order 
permit  for  the  protection  of  security  holders  of  the  comx)any. 

The  Commission  shall  by  rules  and  regulations  determine  the  condi- 
tions under  which  (i)  trading  shall  be  deemed  to  be  restricted  and 
(ii)  an  emergency  shall  be  deemed  to  exist  within  the  meaning  of  this 
subsection.  Any  company  which,  as  of  March  15,  1940,  was  required 
by  provision  of  its  charter,  certificate  of  incorporation,  articles  of 
association,  or  trust  indenture,  or  of  a  bylaw  or  regidation  duly 
adopted  thereunder,  to  postpone  the  date  of  payment  or  satisfaction 
upon  redemption  of  redeemable  securities  issued  by  it,  shall  be 
exempt  from  the  requirements  of  this  subsection ;  but  such  exemption 
shall  terminate  upon  the  expiration  of  one  year  from  the  effective 
date  of  this  title,  or  upon  the  repeal  or  amendment  of  such  provision, 
or  upon  the  sale  by  such  company  after  March  15,  1940,  of  any 
security  (other  than  short-term  paper)  of  which  it  is  the  issuer, 
whichever  first  occurs. 

(f )  No  registered  open-end  company  shall  restrict  the  transferabil- 
ity or  negotiability  of  any  security  of  which  it  is  the  issuer  except  in 
conformity  with  the  statements  with  respect  thereto  contained  in  its 
registration  statement  nor  in  contravention  of  such  rules  and  regula- 
tions as  the  Commission  may  prescribe  in  the  interests  of  the  holders 
of  all  of  the  outstanding  securities  of  such  investment  company. 

(g)  No  registered  open-end  company  shall  issue  any  of  its  securities 
(1)  for  services;  or  (2)  for  property  other  than  cash  or  securities 
(including  securities  of  which  such  registered  company  is  the  issuer), 
except  as  a  dividend  or  distribution  to  its  security  holders  or  in  con- 
nection with  a  reorganization. 

DISTRIBUTION   AND   REPURCHASE   OF   SECURITIES  I    CLOSED-END   COMPANIES 

Sec.  23.  (a)  No  registered  closed-end  company  shall  issue  any  of 
its  securities  (1)  for  services;  or  (2)  for  property  other  than  cash 
or  securities  (including  securities  of  which  such  registered  company 
is  the  issuer),  except  as  a  dividend  or  distribution  to  its  security 
holders  or  in  connection  with  a  reorganization. 

(b)  No  registered  closed-end  company  shall  sell  any  common  stock 
of  which  it  is  the  issuer  at  a  price  below  the  current  net  asset  value 
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of  such  stock,  exclusive  of  any  distributing  commission  or  discount 
(which  net  asset  value  shall  be  determined  as  of  a  time  within  forty- 
eight  hours,  excluding  Sundays  and  holidays,  next  preceding  the 
time  of  such  determination),  except  (1)  in  connection  with  an  offer- 
ing to  the  holders  of  one  or  more  classes  of  its  capital  stock;  (2) 
with  the  consent  of  a  majority  of  its  common  stockholders;  (3)  upon 
conversion  of  a  convertible  security  in  accordance  with  its  terms;  (4) 
upon  the  exercise  of  any  warrant  outstanding  on  the  dajte  of  enact- 
ment of  this  Act  or  issued  in  accordance  with  the  provisions  of 
section  18  (d) ;  or  (5)  under  such  other  circumstances  as  the  Com- 
mission may  permit  by  rules  and  regulations  or  orders  for  the  protec- 
tion of  investors. 

(c)  No  registered  closed-end  company  shall  purchase  any  securities 
of  any  class  of  which  it  is  the  issuer  except — 

(1)  on  a  securities  exchange  or  such  other  open  market  as 
the  Commission  may  designate  by  rules  and  regulations  or  orders  : 
Provided^  That  if  such  securities  are  stock,  such  registered  com- 
pany shall,  within  the  preceding  six  months,  have  informed 
stocldiolders  of  its  intention  to  purchase  stock  of  such  class  by 
letter  or  report  addressed  to  stockholders  of  such  class ;  or 

(2)  pursuant  to  tenders,  after  reasonable  opportunity  to  sub- 
mit tenders  given  to  all  holders  of  securities  of  the  class  to  be 
purchased ;  or 

(3)  under  such  other  circumstances  as  the  Commission  may 
permit  by  rules  and  regulations  or  orders  for  the  protection  of 
investors  in  order  to  insure  that  such  purchases  are  made  in  a 
manner  or  on  a  basis  which  does  not  unfairly  discriminate 
a,<Tainst  any  holders  of  the  class  or  classes  of  securities  to  be 
purchased. 

REGISTRATION   OF   SECURITIES   UNDER  SECURITIES  ACT  OF    1933 

Sec.  24.  (a)  In  registering  under  the  Securities  Act  of  1933  any 
security  of  which  it  is  the  issuer,  a  registered  investment  company, 
in  lieu  of  furnishing  a  registration  statement  containing  the  informa- 
tion and  documents  specified  in  schedule  A  of  said  Act,  may  file  a 
registration  statement  containing  the  following  information  and 
documents : 

(1)  such  copies  of  the  registration  statement  filed  by  such 
company  under  this  title,  and  of  such  reports  filed  by  such  com- 
pany pursuant  to  section  30  or  such  copies  of  portions  of  such 
registration  statement  and  reports,  as  the  Commission  shall  desig- 
nate by  rules  and  regulations ;  and 

(2)  such  additional  information  and  documents  (including  a 
prospectus)  as  the  Commission  shall  prescribe  by  rules  and  regu- 
lations as  necessary  or  appropriate  in  the  public  interest  or  for 
the  protection  of  investors. 

(b)  It  shall  be  unlawful  for  any  of  the  following  companies,  or 
for  any  underwriter  for  such  a  company,  in  connection  with  a  public 
offering  of  any  security  of  which  such  company  is  the  issuer,  to  make 
use  of  the  mails  or  any  means  or  instrumentalities  of  interstate  com- 
merce, to  transmit  any  advertisement,  pamphlet,  circular,  form  letter, 
or  other  sales  literature  addressed  to  or  intended  for  distribution  to 
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prospective  investors  unless  three  copies  of  the  full  text  thereof  have 
been  filed  with  the  Commission  or  are  filed  with  the  Commission  within 
ten  days  thereafter : 

(1)  any  registered  open-end  company; 

(2)  any  registered  unit  investment  trust ;  or 

(3)  any  registered  face-amount  certificate  company. 

(c)  In  addition  to  the  powers  relative  to  prospectuses  granted  the 
Commission  by  section  10  of  the  Securities  Act  of  1933,  the  Commis- 
sion is  authorized  to  require,  by  rules  and  regulations  or  order,  that 
the  information  contained  in  any  prospectus  relating  to  any  periodic 
payment  plan  certificate  or  face-amount  certificate  registered  under 
the  Securities  Act  of  11)33  on  or  after  the  effective  date  of  this  title  be 
presented  in  such  form  and  order  of  items,  and  such  prospectus  con- 
tain such  summaries  of  any  portion  of  such  information,  as  are  neces- 
sary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors. 

(d)  The  exemption  provided  by  paragraph  (8)  of  section  3(a)  of 
the  Securities  Act  of  1933  shall  not  apply  to  any  security  of  which  an 
investment  company  is  the  issuer.  The  exemption  provided  by  para- 
graph (11)  of  said  section  3(a)  shall  not  apply  to  any  security  of 
which  a  registered  investment  company  is  the  issuer,  except  a  security 
sold  or  disposed  of  by  the  issuer  or  bona  fide  offered  to  the  public  prior 
to  the  effective  date  of  this  title,  and  with  respect  to  a  security  so  sold, 
disposed  of,  or  offered,  shall  not  apply  to  any  new  offering  thereof  on 
or  after  the  effective  date  of  this  title.  The  exemption  provided  by  sec- 
tion 4(3)  of  the  Securities  Act  of  1933  shall  not  apply  to  any  transac- 
tion in  a  security  issued  by  a  face-amount  certificate  company  or  in  a 
redeemable  security  issued  by  an  open-end  management  company  or 
unit  investment  trust  if  any  other  security  of  the  same  class  is  cur- 
rently being  offered  or  sold  by  the  issuer  or  by  or  through  an  under- 
writer in  a  distribution  which  is  not  exempted  from  section  5  of  said 
Act,  except  to  such  extent  and  subject  to  such  terms  and  conditions  as 
the  Commission,  having  due  regard  for  the  public  interest  and  the  pro- 
tection of  investors,  may  prescribe  by  rules  or  regulations  with  respect 
to  any  class  of  persons,  securities,  or  transactions. 

(e)  (1)  A  registration  statement  under  the  Securities  Act  of  1933 
relating  to  a  security  issued  by  a  face-amount  certificate  company  or 
a  redeemable  security  issued  by  an  open-end  management  company  or 
unit  investment  trust  may  be  amended  after  its  effective  date  so  as  to 
increase  the  securities  specified  therein  as  proposed  to  be  offered.  At 
the  time  of  filing  such  amendment  there  shall  be  paid  to  the  Com- 
mission a  fee,  calculated  in  the  manner  specified  in  section  6  (b)  of 
said  Act,  with  respect  to  the  additional  securities  therein  proposed  to 
be  offered. 

(2)  The  filing  of  such  an  amendment  to  a  registration  statement 
under  the  Securities  Act  of  1933  shall  not  be  deemed  to  have  taken 
place  unless  it  is  accompanied  by  a  United  States  postal  money  order 
or  a  certified  bank  check  or  cash  for  the  amount  of  the  fe^^  required 
under  paragraph  (1)  of  this  subsection. 

(3)  For  the  purposes  of  section  11  of  the  Securities  Act  of  1933, 
as  amended,  the  effective  date  of  the  latest  amendment  filed  pursuant 
to  this  subsection  or  otherwise  shall  be  deemed  the  effective  date  of 
the  registration  statement  with  respect  to  securities  sold  after  such 
amendment  shall  have  become  effective.  For  the  purposes  of  section 
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13  of  the  Securities  Act  of  1933,  as  amended,  no  such  security  shall  be 
deemed  to  have  been  bona  fide  offered  to  the  public  prior  to  the  effec- 
tive date  of  the  latest  amendment  filed  pursuant  to  this  subsection. 
Except  to  the  extent  the  Commission  otherwise  provides  by  rules  or 
regulations  as  appropriate  in  the  public  interest  or  for  the  protection 
of  investors,  no  prospectus  relating  to  a  security  issued  by  a  face- 
amount  certificate  company  or  a  redeemable  security  issued  by  an 
open-end  management  company  or  unit  investment  trust  which  varies 
for  the  purposes  of  subsection  (a)  (3)  of  section  10  of  the  Securities 
Act  of  1933  from  the  latest  prospectus  filed  as  a  part  of  the  registration 
statement  shall  be  deemed  to  meet  the  requirements  of  said  section  10 
unless  filed  as  part  of  an  amendment  to  the  registration  statement 
under  said  Act  and  such  amendment  has  become  effective. 

(f )  In  the  case  of  securities  issued  by  a  face-amount  certificate  com- 
pany or  redeemable  securities  issued  by  an  open-end  management  com- 
pany or  unit  investment  trust,  which  are  sold  in  an  amount  in  excess  of 
the  number  of  securities  included  in  an  effective  registration  statement 
of  any  such  company,  such  company  may,  in  accordance  with  such 
rules  and  regulations  as  the  Commission  shall  adopt  as  it  deems  nec- 
essary or  appropriate  in  the  public  interest  or  for  the  protection  of 
investors,  elect  to  have  the  registration  of  such  securities  deemed  effec- 
tive as  of  the  time  of  their  sale,  upon  payment  to  the  Commission, 
within  six  months  after  any  such  sale,  of  a  registration  fee  of  three 
times  the  amount  of  the  fee  which  would  have  otherwise  been  appli- 
cable to  such  securities.  Upon  any  such  election  and  payment,  the  reg- 
istration statement  of  such  company  shall  be  considered  to  have  been 
in  effect  with  respect  to  such  shares.  The  Commission  may  also  adopt 
niles  and  regulations  as  it  deems  necessary  or  appropriate  in  the  public 
interest  or  for  the  protection  of  investors  to  permit  the  registration  of 
an  indefinite  number  of  the  securities  issued  by  a  face- amount  certif- 
icate company  or  redeemable  securities  issued  by  an  open-end  man- 
agement company  or  unit  investment  trust. 

PLANS    OF   REORGANIZATION 

Sec.  25.  (a)  Any  person  who,  by  use  of  the  mails  or  any  means  or 
instrumentality  of  interstate  commerce  or  otherwise,  solicits  or  per- 
mits the  use  of  his  name  to  solicit  any  proxy,  consent,  authorization, 
power  of  attorney,  ratification,  deposit,  or  dissent  in  respect  of  any 
plan  of  reorganization  of  any  registered  investment  company  shall 
file  with,  or  mail  to,  the  Commission  for  its  information,  within 
twenty-four  hours  after  the  commencement  of  any  such  solicitation, 
a  copy  of  such  plan  and  any  deposit  agreement  relating  thereto  and 
of  any  proxy,  consent,  authorization,  power  of  attorney,  ratification, 
instrument  of  deposit,  or  instrument  of  dissent  in  respect  thereto,  if 
or  to  the  extent  that  such  documents  shall  not  already  have  been 
filed  with  the  Commission. 

(b)  The  Commission  is  authorized,  if  so  requested,  prior  to  any 
solicitation  of  security  holders  with  respect  to  any  plan  of  reor- 
ganization, by  any  registered  investment  company  which  is,  or  any 
of  the  securities  of  which  are,  the  subject  of  or  is  a  participant  in 
any  such  plan,  or  if  so  requested  by  the  holders  of  25  per  centum 
of  any  class  of  its  outstanding  securities,  to  render  an  advisory  report 
in  respect  of  the  fairness  of  any  such  plan  and  its  effect  upon  any 
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class  or  classes  of  security  holders.  In  such  event  any  registered 
investment  company,  in  respect  of  which  the  Commission  shall  have 
rendered  any  such  advisory  report,  shall  mail  promptly  a  copy  of 
such  advisory  report  to  all  its  security  holders  affected  by  any  such 
plan :  Provided^  That  such  advisory  report  shall  have  been  received 
by  it  at  least  forty-eight  hours  (not  including  Sundays  and  holi- 
days) before  final  action  is  taken  in  relation  to  such  plan  at  any 
meeting  of  security  holders  called  to  act  in  relation  thereto,  or  any 
adjournment  of  any  such  meeting,  or  if  no  meeting  be  called,  then 
prior  to  the  final  date  of  acceptance  of  such  plan  by  security  holders. 
In  respect  of  securities  not  registered  as  to  ownership,  in  lieu  of 
mailing  a  copy  of  such  advisory  report,  such  registered  company 
shall  publish  promptly  a  statement  of  the  existence  of  such  advisory 
report  in  a  newspaper  of  general  circulation  in  its  principal  place  of 
business  and  shall  make  available  copies  of  such  advisory  report 
upon  request.  Notwithstanding  the  provision  of  this  section  the 
Commission  shall  not  render  such  advisory  report  although  so 
requested  by  any  such  investment  company  or  such  security  holders 
if  the  fairness  of  feasibility  of  said  plan  is  in  issue  in  any  proceed- 
ing pending  in  any  court  of  competent  jurisdiction  unless  such  plan 
is  submitted  to  the  Commission"  for  that  purpose  by  such  court. 

(c)  Any  district  court  of  the  United  States  in  the  State  of  incor- 
poration of  a  registered  investment  company,  or  any  such  court  for 
the  district  in  which  such  company  maintains  its  principal  place  of 
business,  is  authorized  to  enjoin  the  consummation  of  any  plan  of  reor- 
ganization of  such  registered  investment  company  upon  proceedings 
instituted  by  the  Commission  (which  is  authorized  so  to  proceed  upon 
behalf  of  security  holders  of  such  registered  company,  or  any  class 
thereof) ,  if  such  court  shall  determine  that  any  such  plan  is  not  fair 
and  equitable  to  all  security  holders. 

(d)  Nothing  contained  in  this  section  shall  in  any  way  affect  or 
derogate  from  the  powers  of  the  courts  of  the  United  States  and  the 
Commission  with  reference  to  reorganizations  contained  in  the  Bank- 
ruptcy Act  of  1898,  as  amended. 

UNIT   INVESTMENT  TRUSTS 

Sec.  26.  (a)  No  principal  underwriter  for  or  depositor  of  a  regis- 
tered unit  investment  trust  shall  sell,  except  by  surrender  to  the 
trustee  for  redemption,  any  security  of  which  such  trust  is  the  issuer 
(other  than  short-term  paper) ,  unless  the  trust  indenture,  agreement 
of  custodianship,  or  other  instrument  pursuant  to  which  such  security 
is  issued — 

(1)  designates  one  or  more  trustees  or  custodians,  each  of 
which  is  a  bank,  and  provides  that  each  such  trustee  or  custodian 
shall  have  at  all  times  an  aggregate  capital,  surplus,  and  undi- 
vided profits  of  a  specified  minimum  amount,  which  shall  not 
be  less  than  $500,000  (but  may  also  provide,  if  such  trustee  or 
custodian  publishes  reports  of  condition  at  least  annually,  pur- 
suant to  law  or  to  the  requirements  of  its  supervising  or  exam- 
ining authority,  that  for  the  purposes  of  this  paragraph  the 
aggregate  capital,  surplus,  and  undivided  profits  of  such  trustee 
or  custodian  shall  bo  deemed  to  be  its  aggregate  capital,  surplus, 
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and  undivided  profits  as  set  forth  in  its  most  i-ecent  report  of 
condition  so  published) ; 

(2)  provides,  in  substance,  (A)  that  during  the  life  of  the 
trust  the  trustee  or  custodian,  if  not  otherwise  remunerated,  may 
charge  against  and  collect  from  the  income  of  the  trust,  and 
from  the  corpus  thereof  if  no  income  is  available,  such  fees  for 
its  services  and  such  reimbursement  for  its  expenses  as  are  pro- 
vided for  in  such  instrument;  (B)  that  no  such  charge  or  collec- 
tion shall  be  made  except  for  services  theretofore  performed 
or  expenses  theretofore  incurred;  (C)  that  no  payment  to  the 
depositor  of  or  a  principal  underwriter  for  such  trust,  or  to 
any  affiliated  person  or  agent  of  such  depositor  or  underwriter, 
shall  be  allowed  the  trustee  or  custodian  as  an  expense  (except 
that  provision  may  be  made  for  the  payment  to  any  such  person 
of  a  fee,  not  exceeding  such  reasonable  amount  as  the  Commis- 
sion may  prescribe  as  compensation  for  performing  bookkeeping 
and  other  administrative  services,  of  a  character  normally  per- 
formed by  the  trustee  or  custodian  itself) ;  and  (D)  that  the 
trustee  or  custodian  shall  have  possession  of  all  securities  and 
other  property  in  which  the  funds  of  the  trust  are  invested,  all 
funds  held  for  such  investment,  all  equalization,  redemption, 
and  other  special  funds  of  the  trust,  and  all  income  upon,  accre- 
tions to,  and  proceeds  of  such  property  and  funds,  and  shall 
segregate  and  hold  the  same  in  trust  (subject  only  to  the  charges 
and  collections  allowed  under  clauses  (A),  (B),  and  (C))  until 
distribution  thereof  to  the  security  holders  of  the  trust ; 

(3)  provides,  in  substance,  that  the  trustee  or  custodian  shall 
not  resign  until  either  (A)  the  trust  has  been  completely  liqui- 
dated and  the  proceeds  of  the  liquidation  distributed  to  the 
security  holders  of  the  trust,  or  (B)  a  successor  trustee  or  cus- 
todian, having  the  qualifications  prescribed  in  paragraph  (1), 
has  been  designated  and  has  accepted  such  trusteeship  or  custo- 
dianship ;  and 

(4)  provides,  in  substance,  (A)  that  a  record  will  be  kept  by 
the  depositor  or  an  agent  of  the  depositor  of  the  name  and 
address  of,  and  the  shares  issued  by  the  trust  and  held  by,  every 
holder  of  any  security  issued  pursuant  to  such  instrument,  inso- 
far as  such  information  is  known  to  the  depositor  or  agent ;  and 
(B)  that  whenever  a  security  is  deposited  with  the  trustee  in 
substitution  for  any  security  in  which  such  security  holder  has  an 
undivided  interest,  the  depositor  or  the  agent  of  the  depositor 
will,  within  five  days  after  such  substitution,  either  deliver  or 
mail  to  such  security  holder  a  notice  of  substitution,  including 
an  identification  of  the  securities  eliminated  and  the  securities 
substituted,  and  a  specification  of  the  shares  of  such  security  hold- 
er affected  by  the  substitution. 

(b)  It  shall  be  unlawful  for  any  depositor  or  trustee  of  a  registered 
unit  investment  trust  holding  the  security  of  a  single  issuer  to  substi- 
tute another  security  for  such  security  unless  the  Commission  shall 
have  approved  such  substitution.  The  Commission  shall  issue  an  order 
approving  such  substitution  if  the  evidence  establishes  that  it  is  con- 
sistent with  the  protection  of  investors  and  the  purposes  fairly  in- 
tend by  the  policy  and  provisions  of  this  title. 
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(c)  In  the  event  that  a  trust  indenture,  agreement  of  custodian- 
ship, or  other  instrument  pursuant  to  which  securities  of  a  registered 
unit  investment  trust  are  issued  does  not  comply  with  the  requirements 
of  subsection  (a)  of  this  section,  such  instrument  will  be  deemed  to 
meet  such  requirements  if  a  written  contract  or  agreement  binding  on 
the  parties  and  embodying  such  requirements  has  been  executed  by 
the  depositor  on  the  one  part  and  the  trustee  or  custodian  on  the 
other  part,  and  three  copies  of  such  contract  of  agreement  have  been 
filed  with  the  Commission. 

(d)  Whenever  the  Commission  has  reason  to  believe  that  a  unit 
investment  trust  is  inactive  and  that  its  liquidation  is  in  the  interest 
of  the  security  holders  of  such  trust,  the  Commission  may  file  a 
complaint  seeking  the  liquidation  of  such  trust  in  the  district  court 

of  the  United  States  in  any  district  wherein  any  trustee  of  such 
trust  resides  or  has  its  principal  place  of  business.  A  copy  of  such 
complaint  shall  be  served  on  every  trustee  of  such  trust,  and  notice 
of  the  proceeding  shall  be  given  such  other  interested  persons  in 
such  manner  and  at  such  times  as  the  court  may  direct.  If  the  court 
determines  that  such  liquidation  is  in  the  interest  of  the  security 
holders  of  such  trust,  the  court  shall  order  such  liquidation  and, 
after  payment  of  necessary  expenses,  the  distribution  of  the  pro- 
ceeds to  the  security  holders  of  the  trust  in  such  manner  and  on  such 
terms  as  may  to  the  court  appear  equitable. 

PERIODIC    PAYMENT    PLANS 

Sec.  27.  (a)  It  shall  be  unlawful  for  any  registered  investment 
company  issuing  periodic  payment  plan  certificates,  or  for  any 
depositor  of  or  undei-writer  for  such  company,  to  sell  any  such 
certificate,  if — 

(1)  the  sales  load  on  such  certificate  exceeds  9  per  centum  of 
the  total  payments  to  be  made  thereon ; 

(2)  more  than  one-half  of  anv  of  the  first  twelve  monthly 
payments  thereon,  or  their  equivalent,  is  deducted  for  sales  load; 

(3)  the  amount  of  sales  load  deducted  from  any  one  of  such 
first  payments  exceeds  proportionately  the  amount  deducted 
from  any  other  such  payment,  or  the  amount  deducted  from  any 
subsequent  payment  exceeds  proportionately  the  amount  deducted 
from  any  other  subsequent  payment ; 

(4)  the  first  payment  on  such  certificate  is  less  than  $20,  or 
any  subsequent  payment  is  less  than  $10 ; 

(5)  if  such  registered  company  is  a  management  company, 
the  proceeds  of  such  certificate  or  the  securities  in  which  such 
proceeds  are  invested  are  subject  to  management  fees  (other 
than  fees  for  administrative  services  of  the  character  described 
in  clause  (C),  paragraph  (2),  of  section  26(a))  exceeding:  such 
reasonable  amount  as  the  Commission  may  prescribe,  whether 
such  fees  are  payable  to  such  company  or  to  investment  advisers 
thereof;  or 

(6)  if  such  registered  company  is  a  unit  investment  trust  the 
assets  of  which  are  securities  issued  by  a  management  company, 
the  depositor  of  or  principal  underwriter  for  such  trust,  or  any 
affiliated  person  of  such  depositor  or  underwriter,  is  to  receive 
from  such  management  company  or  any  affiliated  person  thereof 
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any  fee  or  payment  on  account  of  payments  on  such  certificate 
exceeding  such  reasonable  amount  as  the  Commission  may 
prescribe. 

(b)  If  it  appears  to  the  Conmiission,  upon  application  or  other- 
wise, that  smaller  companies  are  subjected  to  relatively  higher  oper- 
ating costs  and  that  in  order  to  make  due  allowance  therefor  it  is 
necessary  or  appropriate  in  the  public  interest  and  consistent  with 
the  protection  of  investors  that  a  provision  or  provisions  of  para- 
graph (1),  (2),  or  (3)  of  subsection  (a)  relative  to  sales  load  be 
relaxed  in  the  case  of  certain  registered  investment  companies  issuing 
periodic  payment  plan  certificates,  or  certain  specified  classes  of  such 
companies,  the  Commission  is  authorized  by  rules  and  regulations  or 
order  to  grant  any  such  company  or  class  of  companies  appropriate 
qualified  exemptions  from  the  provisions  of  said  paragraplis. 

(c)  It  shall  be  unlawful  for  any  registered  investment  company 
issuing  periodic  pajrment  plan  certificates,  or  for  any  depositor  of 
or  imderwriter  for  such  company,  to  sell  any  such  ceitificate,  unless — 

( 1 )  such  certificate  is  a  redeemable  security ;  and 

(2)  the  proceeds  of  all  payments  on  such  certificate  (except 
such  amounts  as  are  deducted  for  sales  load)  are  deposited  with 
a  trustee  or  custodian  having  the  qualifications  prescribed  in 
paragraph  (1)  of  section  26(a)  for  the  trustees  of  unit  invest- 
ment trusts,  and  are  held  by  such  trustee  or  custodian  under  an 
indenture  or  agreement  containing,  in  substance,  the  provisions 
required  by  paragraphs  (2)  and  (3)  of  section  26(a)  for  the 
trust  indentures  of  unit  investment  trusts. 

(d)  Notwithstanding  subsection  (a)  of  this  section,  it  shall  be  un- 
lawful for  any  registered  investment  company  issuing  periodic  pay- 
ment plan  certificates,  or  for  any  depositor  of  or  underwriter  for  such 
company,  to  sell  any  such  certificate  unless  the  certificate  provides 
that  the  holder  thereof  may  surrender  the  certificate  at  any  time  within 
the  first  eighteen  months  after  the  issuance  of  the  certificate  and  receive 
in  payment  thereof,  in  cash,  the  sum  of  (1)  the  value  of  his  account, 
and  (2)  an  amount,  from  such  underwriter  or  depositor,  equal  to  that 
part  of  the  excess  paid  for  sales  loading  which  is  over  15  per  centum 
of  the  gross  payments  made  by  the  certificate  holder.  The  Commission 
may  make  rules  and  regulations  applicable  to  such  underwriters  and 
depositors  specifying  such  reserve  requirements  as  it  deems  necessary 
or  appropriate  in  order  for  such  underwriters  and  depositors  to  carry 
out  the  obligations  to  refund  sales  charges  required  by  this  subsection. 

(e)  With  respect  to  any  periodic  payment  plan  certificate  sold  sub- 
I'ect  to  the  provisions  of  subsection  (d)  of  this  section,  the  registered 
investment  companj^  issuing  such  periodic  payment  plan  certificate, 
or  any  depositor  of  or  underwriter  for  such  company,  shall  in  writing 
(1)  inform  each  certificate  holder  who  has  missed  three  payments 
or  more,  within  thirty  days  following  the  expiration  of  fifteen  months 
after  the  issuance  of  the  certificate,  or,  if  any  such  holder  has  missed 
one  payment  or  more  after  such  period  of  fifteen  months  but  prior 
to  the  expiration  of  eighteen  months  after  the  issuance  of  the  certifi- 
cate, at  any  time  prior  to  the  expiration  of  such  eighteen-month  period, 
of  his  riorlit  to  surrender  his  certificate  as  specified  in  subsection  (d)  of 
this  section,  and  (2)  inform  the  certificate  holder  of  (A)  the  value 
of  the  holder's  account  as  of  the  time  the  written  notice  was  given 
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to  such  holder,  and  (B)  the  amount  to  which  he  is  entitled  as  specified 
in  subsection  (d)  of  this  section.  The  Commission  may  make  rules 
specifying  the  method,  form,  and  contents  of  the  notice  required  by 
this  subsection. 

(f )  With  respect  to  any  periodic  payment  plan  (other  than  a  plan 
under  which  the  amount  of  sales  load  deducted  from  any  payment 
thereon  does  not  exceed  9  per  centum  of  such  payment),  the  custodian 
bank  for  such  plan  shall  mail  to  each  certificate  holder,  within  sixty 
days  after  the  issuance  of  the  certificate,  a  statement  of  charges  to  be 
deducted  from  the  projected  payments  on  the  certificate  and  a  notice 
of  his  right  of  withdrawal  as  specified  in  this  section.  The  Commission 
may  make  rules  specifying  the  method,  form,  and  contents  of  the 
notice  required  bv  this  subsection.  The  certificate  holder  may  within 
forty-five  days  of  the  mailing  of  the  notice  specified  in  this  subsection 
surrender  his  certificate  and  receive  in  payment  thereof,  in  cash,  the 
sum  of  (1)  the  value  of  his  account,  and  (2)  an  amount,  from  the 
underwriter  or  depositor,  equal  to  the  difference  between  the  gross 
payments  made  and  the  net  amount  invested.  The  Commission  may 
make  rules  and  regiilations  applicable  to  underwriters  and  depositors 
of  companies  issuing  any  such  certificate  specifying  such  reserve 
requirements  as  it  deems  necessary  or  appropriate  in  order  for  such 
underwriters  and  depositors  to  carry  out  the  obligations  to  refund 
sales  charges  required  by  this  subsection. 

(g)  Notwithstanding  the  provisions  of  subsections  (a)  and  (d),  a^ 
registered  investment  company  issuing  periodic  payment  plan  certifi- 
cates may  elect,  by  written  notice  to  the  Commission,  to  be  governed 
by  the  provisions  of  subsection  (h)  rather  than  the  provisions  of  sub- 
sections (a)  and  (d)  of  this  section. 

(h)  Upon  making  the  election  specified  in  subsection  (g),  it  shall 
be  unlawful  for  any  such  electing  registered  investment  company 
issuing  periodic  payment  plan  certificates,  or  for  any  depositor  of  or 
underwriter  for  such  company,  to  sell  any  such  certificate,  if — 

(1)  the  sales  load  on  such  certificate  exceeds  9  per  centum  of 
the  total  payments  to  be  made  thereon ; 

(2)  more  than  20  per  centum  of  any  payment  thereon  is  de- 
ducted for  sales  load,  or  an  average  of  more  than  16  per  centum 
is  deducted  for  sales  load  from  the  first  forty-eight  monthly  pay- 
ments thereon,  or  their  equivalent ; 

(3)  the  amount  of  sales  load  deducted  from  any  one  of  the  first 
twelve  monthly  payments,  the  thirteenth  through  twenty- fourth 
monthly  payments,  the  twenty-fifth  through  thirty-sixth  monthly 
pavments,  or  the  thirtv-seventh  throiisrh  fortv-eisrhth  monthly 
payments,  or  their  equivalents,  respectively,  exceeds  proportion- 
ately the  amount  deducted  from  any  other  such  payment,  or  the 
amount  deducted  from  any  subsequent  payment  exceeds  propor- 
tionately the  amount  deducted  from  any  other  subsequent  pay- 
ment; 

(4)  the  deduction  for  sales  load  on  the  excess  of  the  payment 
or  payments  in  any  month  over  the  minimum  monthlv  payment, 
or  its  equivalent,  to  be  made  on  the  certificate  exceeds  the  sales 
load  applicable  to  pavments  subsequent  to  the  first  forty-eight 
monthly  payments  or  their  equivalent ; 

(5)  the  first  payment  on  such  certificate  is  less  than  $20,  or 
any  subsequent  payment  is  less  than  $10 ; 
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(6)  if  such  registered  company  is  a  management  company,  the 
proceeds  of  such  certificate  or  the  securities  in  which  such  pro- 
ceeds are  invested  are  subject  to  management  fees  (other  than 
fees  for  administrative  services  of  the  character  described  in  clause 
(C)  of  paragraph  (2)  of  section  26(a))  exceeding  such  reason- 
able amount  as  the  Commission  may  prescribe,  whether  such  fees 
are  payable  to  such  company  or  to  investment  advisers  thereof ;  or 

(7)  if  such  registered  company  is  a  unit  investment  trust  the 
assets  of  which  are  securities  issued  by  a  management  company, 
the  depositor  of  or  principal  underwriter  for  such  trust,  or  any 
affiliated  person  of  such  depositor  or  underwriter,  is  to  receive 
from  such  management  company  or  any  affiliated  person  thereof 
any  fee  or  payment  on  account  of  payments  on  such  certificate 
exceeding  such  reasonable  amount  as  the  Commission  may  pre- 
scribe. 

FACE-AMOUNT    CERTIFICATE    COMPANIES 

Sec.  28.  (a)  It  shall  be  unlawful  for  any  registered  face-amount 
certificate  company  to  issue  or  sell  any  face-amount  certificate,  or  to 
collect  or  accept  any  payment  on  any  such  certificate  issued  by  such 
company  on  or  after  the  effective  date  of  this  title,  unless — 

(1)  such  company,  if  organized  before  March  15,  1940,  was 
actively  and  continuously  engaged  in  selling  face-amount  cer- 
tificates on  and  before  that  date,  and  has  outstanding  capital 
stock  worth  upon  a  fair  valuation  of  assets  not  less  than  $50,000 ; 
or  if  organized  on  or  after  March  15,  1940,  has  capital  stock 
in  an  amount  not  less  than  $250,000  which  has  been  bona  fide 
subscribed  and  paid  for  in  cash ;  and 

(2)  such  company  maintains  at  all  times  minimum  certificate 
reserves  on  all  its  outstanding  face-amount  certificates  in  an 
aggregate  amount  calculated  and  adjusted  as  follows : 

(A)  the  reserves  for  each  certificate  of  the  installment  type 
shall  be  based  on  assumed  annual,  semi-annual,  quarterly,  or 
monthly  reserve  payments  according  to  the  manner  in  which 
gross  jmyments  for  any  certificate  year  are  made  by  the 
holder,  w'hich  reserve  payments  shall  be  sufficient  in  amount, 
as  and  when  accumulated  at  a  rate  not  to  exceed  31^  per 
centum  per  anniun  compounded  annually,  to  provide  the 
minimum  maturity  or  face  amount  of  the  certificate  when  due. 
Such  reserve  payments  may  be  graduated  accordins:  .to  cer- 
tificate years  so  that  the  reserve  payment  or  payments  for  the 
first  certificate  year  shall  amount  to  at  least  50  per  centum 
of  the  required  gross  annual  pajmient  for  such  year  and  the 
reserve  payment  or  payments  for  each  of  the  second  to  fifth 
certificate  years  inclusive  shall  amount  to  at  least  93  per 
centum  of  each  such  year's  required  gross  annual  payment 
and  for  the  sixth  and  each  subsequent  certificate  year  the 
reserve  payment  or  payments  shall  amount  to  at  least  96  per 
centum  of  each  such  year's  required  gross  annual  payment: 
Provided^  That  such  aggrep-ate  reserve  payments  shall  amount 
to  at  least  93  per  centum  of  the  aggregate  gross  annual  pay- 
ments required  to  be  made  by  the  holder  to  obtain  the  matu- 
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rity  of  the  certificate.  The  company  may  at  its  option  take  as 
loading  from  the  gross  payment  or  payments  for  a  certificate 
year,  as  and  when  made  by  the  certifica-te  holder,  an  amount  or 
amounts  equal  in  the  aggregate  for  such  year  to  not  more  than 
the  excess,  if  any,  of  the  gross  pajmnent  or  payments  required 
to  be  made  by  the  holder  for  such  year,  over  and  above  the  per- 
centage of  the  gross  annual  payment  required  herein  for  such 
year  for  reserve  purjx)ses.  Such  loading  may  be  taken  by  the 
company  prior  to  or  after  the  setting  up  of  the  reserve  pay- 
ment or  payments  for  such  year  and  the  reserv^e  payment  or 
pajTTients  for  such  year  may  be  graduated  and  adjusted  to 
correspond  with  the  amount  of  the  gross  payment  or  payments 
made  by  the  certificate  holder  for  such  year  less  the  loading  so 
taken ; 

(B)  if  the  foregoing  minimum  percentages  of  the  gross 
annual  payments  required  under  the  provisions  of  such  cer- 
tificate should  produce  reserv^e  payments  larger  than  are 
necessary  at  3I/2  P<^r  centum  per  annum  compounded  annu- 
ally to  pro\nde  the  minimum  maturity  or  face  amount  of 
the  certificate  when  due,  the  reserve  shall  be  basexi  upon 
reserve  pajTnents  accumulated  as  pro^^ded  imder  preceding 
subparagraph  (A)  of  this  subsection  except  that  in  lieu  of 
the  31/2  P^r  centum  rate  specified  therein,  such  rate  shall  l:>e 
lowered  to  the  minimum  rate,  expressed  in  multiples  of  one- 
eighth  of  1  per  centum,  which  will  accumulate  such  reserve 
payments  to  the  maturity  value  when  due ; 

(C)  if  the  actual  annual  gross  payment  to  be  made  by  the 
certificate  holder  on  any  cei*tificate  issued  prior  to  or  after 
the  effective  date  of  this  Act  is  less  than  tlie  amount  of  any 
assumed  reserve  payment  or  payments  for  a  certificate  year, 
such  company  shall  maintain  as  a  part  of  such  minimum 
certificate  reserves  a  deficiency  reserve  equal  to  the  total 
present  value  of  future  deficiencies  in  the  gross  payments, 
calculated  at  a  rate  not  to  exceed  3i/o  per  centum  per  annum 
compounded  annually; 

(D)  for  each  certificate  of  the  instalhnent  type  the  amount 
of  the  reserve  shall  at  any  time  be  at  least  equal  to  (1)  the 
then  amount  of  the  reserve  payments  set  up  under  section 
28  (a)  (2)  (A)  or  (B)  :  (2)  the  accumulations  on  such 
reserve  payments  as  computed  under  subparasfraphs  (A)  or 
(B)  of  this  paragraph  (2)  ;  (3)  the  amount  of  any  deficiency 
reserve  required  under  subparagraph  (C)  hereof:  and  (4) 
such  amount  as  shall  have  been  credited  to  the  account  of 
each  certificate  holder  in  the  form  of  any  credit,  or  any 
dividend,  or  any  interest  in  addition  to  the  minimum  matur- 
ity amount  specified  in  such  certificate,  plus  any  accumu- 
lations on  any  amount  or  amounts  so  credited,  at  a  rate  not 
exceeding  314  per  centum  per  annum  compounded  annual- 
ly'' . 

(E)  for  eac^  certificate  which  is  fully  paid,  including  any 

fully  paid  obligations  resulting  from  or  effected  upon  the 
maturity  of  the  previously  issued  certificate,  and  for  each 
paid-up  certificate  issued  as  provided  in  subsection  (f)  of 
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this  section  prior  to  maturity,  the  amount  of  the  reserve 
shall  at  any  time  be  at  least  equal  to  (1)  such  amount  as 
and  when  accumulated  at  a  rate  not  to  exceed  3I/2  per  centum 
per  annum  compounded  annually,  will  provide  the  amount 
or  amounts  payable  when  due  and  (2)  such  amount  as  shall 
have  been  credited  to  the  account  of  each  such  certificate 
holder  in  the  form  of  any  credit,  or  any  dividend,  or  any 
interest  in  addition  to  the  minimum  maturity  amount  speci- 
fied in  the  certificate,  plus  any  accumulations  on  any  amount 
or  amounts  so  credited,  at  a  rate  not  exceeding  314  P^r 
centum  per  annum  compounded  annually ; 

(F)  for  each  certificate  of  the  installment  type  under 
which  gross  payments  have  been  made  by  or  credited  to  the 
holder  thereof  covering  a  payment  period  or  periods  or  any 
part  thereof  beyond  the  then  current  payment  period  as 
defined  by  the  terms  of  such  certificate,  and  for  which  period 
or  periods  no  reserve  has  been  set  up  under  subparagraph 
(A)  or  (B)  hereof,  an  advance  payment  reserve  shall  be 
set  up  and  maintained  in  the  amount  of  the  present  value 
of  any  such  unapplied  advance  gross  payments,  computed 
at  a  rate  not  to  exceed  3^2  P^r  centum  per  annum  com- 
pounded annually; 

(G)  such  appropriate  contingency  reserves  for  death  and 
disability  benefits  and  for  reinstatement  rights  on  any  such 
certificate  providing  for  such  benefits  or  rights  as  the  Com- 
mission shall  prescribe  by  rule,  regulation,  or  order  based 
upon  the  experience  of  face-amount  companies  in  relation 
to  such  contingencies. 

At  no  time  shall  the  aggregate  certificate  reserves  herein  required 
by  subparagraphs  (A)  to  (F),  inclusive,  be  less  than  the  aggregate 
surrender  values  and  other  amounts  to  which  all  certificate  holders 
may  be  then  entitled. 

For  the  purpose  of  this  subsection  (a),  no  certificate  of  the  install- 
ment type  shall  be  deemed  to  be  outstanding  if  before  a  surrender 
value  has  been  attained  the  holder  thereof  has  been  in  continuous 
defauH  in  making  his  payments  thereon  for  a  period  of  one  year. 

(b)  It  shall  be  unlawful  for  any  registered  face-amount  certificate 
company  to  issue  or  sell  any  face-amount  certificate,  or  to  collect  or 
accept  any  payment  on  any  such  certificate  issued  by  such  company 
on  or  after  the  effective  date  of  this  title,  unless  such  company  has, 
in  cash  or  qualified  investments,  assets  having  a  value  not  less  than 
the  aggregate  amount  of  the  capital  stock  requirement  and  certifi- 
cate reserves  as  computed  under  the  provisions  of  subsections  (a) 
hereof.  As  used  in  this  subsection,  "qualified  investments"  means 
investments  of  a  kind  which  life-insurance  companies  are  permitted 
to  invest  in  or  hold  under  the  provisions  of  the  Code  of  the  District 
of  Columbia  as  heretofore  or  hereafter  amended,  and  such  other 
investments  as  the  Commission  shall  by  rule,  regulation,  or  order 
authorize  as  qualified  investments.  Such  investments  shall  be  valued 
I  in  accordance  with  the  provisions  of  said  Code  where  such  provi- 
j  sions  are  applicable.  Investments  to  which  such  provisions  do  not 
apply  shall  be  valued  in  accordance  with  such  rules,  regulations,  or 
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orders   as   the   Commission   shall   prescribe   for  the   protection   of 
investors. 

(c)  The  Commission  shall  by  rule,  regulation,  or  order,  in  the 
public  interest  or  for  the  protection  of  investors,  require  a  registered 
face-amount  certificate  company  to  deposit  and  maintain,  upon  such 
terms  and  conditions  as  the  Commission  shall  prescribe  and  as  are 
appropriate  for  the  protection  of  investors,  with  one  or  more  insti- 
tutions having  the  qualifications  required  by  paragraph  (1)  of  sec- 
tion 26  (a)  for  a  trustee  of  a  unit  investment  trust,  all  or  any  part 
of  the  investments  maintained  by  such  company  as  certificate  reserve 
reouirements  under  the  provisions  of  subsection  (b)  hereof:  Pro- 
vided^ however^  That  where  qualified  investments  are  maintained  on 
deposit  by  such  company  in  respect  of  its  liabilities  under  certificates 
issued  to  or  held  by  residents  of  any  State  as  required  by  the  statute 
of  such  State  or  by  any  order,  regulation,  or  requirement  of  such 
State  or  any  official  or  agency  thereof,  the  amount  so  on  deposit,  but 
not  to  exceed  the  amount  of  reserves  required  by  subsection  (a) 
hereof  for  the  certificates  so  issued  or  held,  shall  be  deducted  from 
the  amount  of  qiialified  investments  that  may  be  required  to  be 
deposited  hereunder. 

Assets  which  are  qualified  investments  under  subsection  (b)  and 
which  arc  deposited  under  or  as  permitted  by  this  subsection  (c), 
mav  be  used  and  shall  be  considered  as  a  part  of  the  assets  required 
to  be  maintained  under  the  provisions  of  said  subsection  (b). 

(d)  It  shall  be  unlawful  for  any  registered  face-amount  certificate 
company  to  issue  or  sell  any  face-amount  certificate,  or  to  collect  or 
accept  any  payment  on  anv  such  certificate  issued  by  such  company 
on  or  after  the  effective  date  of  this  title,  unless  such  certificate  con- 
tains a  provision  or  provisions  to  the  effect — 

(1)  that,  in  respect  of  any  certificate  of  the  installment  type, 
during  the  first  certificate  year  the  holder  of  the  certificate,  upon 
surrender  thereof,  shall  be  entitled  to  a  value  payable  in  cash  not 
less  than  the  reserve  payments  as  specified  in  subparagraph  (A) 
or  (B)  of  paragraph  (2)  of  subsection  (a)  and  at  the  end  of  such 
certificate  year,  a  value  payable  in  cash  at  least  equal  to  50  per 
centum  of  the  amount  of  the  gross  annual  payment  required 
thereby  for  such  year ; 

(2)  that,  in  respect  of  any  certificate  of  the  installment  type, 
at  any  time  after  the  expiration  of  the  first  certificate  year  and 
prior  to  maturity,  the  holder  of  the  certificate,  upon  surrender 
thereof,  shall  be  entitled  to  a  value  payable  in  cash  not  less  than 
the  then  amount  of  the  reserve  for  such  certificate  required  by 
numbered  items  (1)  and  (2)  of  subparagraph  (D)  of  paragraph 
(2)  subsection  (a)  hereof,  less  a  surrender  charge  that  shall  not 
exceed  2  per  centum  of  the  face  or  maturity  amount  of  the  cer- 
tificate, or  15  per  centum  of  the  amount  of  such  reserve,  which- 
ever is  the  lesser,  but  in  no  event  shall  such  value  be  less  than 
50  per  centum  of  the  amount  of  such  reserve.  The  amount  of  the 
surrender  value  for  the  end  of  each  certificate  year  shall  be  set 
out  in  the  certificate ; 

(3)  that,  in  respect  of  any  certificate  of  the  installment  type, 
the  holder  of  the  certificate,  upon  surrender  thereof  for  cash  or 
upon  receipt  of  a  paid-up  certificate  as  provided  in  subsection  (f ) 
hereof,  shall  be  entitled  to  a  value  payable  in  cash  equal  to  the 
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then  amount  of  any  advance  payment  reserve  under  such  cer- 
tificate required  by  subparagraph  (F)  of  paragraph  (2)  of  sub- 
section (a)  hereof  in  addition  to  any  other  amounts  due  the  holder 
hereunder; 

(4)  that  at  any  time  prior  to  maturity,  in  respect  of  any  cer- 
tificate which  is  fully  paid,  the  holder  of  the  certificate,  upon 
surrender  thereof,  shall  be  entitled  to  a  value  payable  in  cash  not 
less  than  the  then  amount  of  the  reserve  for  such  certificate  re- 
quired by  item  (1)  of  subparagraph  (E)  of  paragraph  (2)  of 
subsection  (a)  hereof,  less  a  surrender  charge  that  shall  not 
exceed  2  per  centum  of  the  face  or  maturity  amount  of  the  cer- 
tificate, or  15  per  centum  of  the  amount  of  such  reserve,  which- 
ever is  the  lesser :  Provided^  liowever^  That  such  surrender  charge 
shall  not  apply  as  to  any  obligations  of  a  fully  paid  type  result- 
ing from  the  maturity  of  a  previously  issued  certificate.  The 
amount  of  the  surrender  value  for  the  end  of  each  certificate  year 
shall  be  set  out  in  the  certificate ; 

(5)  that  in  respect  of  any  certificate,  the  holder  of  the  certifi- 
cate, upon  maturity,  upon  surrender  thereof  for  cash  or  upon 
receipt  of  a  paid-up  certificate  as  provided  in  subsection  (f) 
hereof,  shall  be  entitled  to  a  value  payable  in  cash  equal  to  the  then 
amount  of  the  reserve,  if  any,  for  such  certificate  required  by 
item  (4)  of  subparagraph  (D)  of  paragraph  (2)  of  subsection 
(a)  hereof  or  item  (2)  of  subparagraph  (E)  of  paragraph  (2) 
of  subsection  (a)  hereof  in  addition  to  any  other  amounts  due  the 
holder  hereunder. 

The  term  "certificate  year"  as  used  in  this  section  in  respect  of 
any  certificate  of  the  installment  type  means  a  period  or  periods 
for  which  one  year's  payment  or  payments  as  provided  by  the  cer- 
tificate have  been  made  thereon  by  the  holder  and  the  certificate 
maintained  in  force  by  such  payments  for  the  time  for  which  the 
same  have  been  made,  and  in  respect  of  any  certificate  which  is  fully 
paid  or  paid-up  means  any  year  ending  on  the  anniversary  of  the 
date  of  issuance  of  the  certificate. 

Any  certificate  may  provide  for  loans  or  advances  by  the  company 
to  the  certificate  holder  on  the  security  of  such  certificate  upon  terms 
prescribed  therein  but  at  an  interest  rate  not  exceeding  6  per  centum 
per  annum.  The  amount  of  the  required  reserves,  deposits,  and  the 
surrender  values  thereof  available  to  the  holder  may  be  adjusted  to 
take  into  account  any  unpaid  balance  on  such  loans  or  advances  and 
interest  thereon,  for  the  purposes  of  this  subsection  and  subsections 
(b)  and  (c)  hereof. 

Any  certificate  may  provide  that  the  company  at  its  option  may, 
prior  to  the  maturity  thereof,  defer  any  payment  or  payments  to  the 
certificate  holder  to  which  he  may  be  entitled  under  this  subsection 
(d),  for  a  period  of  not  more  than  thirty  days:  Provided^  That  in 
the  event  such  option  is  exercised  by  the  company,  interest  shall 
accrue  on  any  payment  or  payments  due  to  the  holder,  for  the  period 
of  such  deferment  at  a  rate  equal  to  that  used  in  accumulating  the 
reserves  for  such  certificate:  And  provided  further^  That  the  Com- 
mission may,  by  rules  and  regulations  or  orders  in  the  public  interest 
or  for  the  protection  of  investors,  make  provision  for  any  other  defer- 
ment upon  such  terms  and  conditions  as  it  shall  prescribe. 
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(e)  It  shall  be  unlawful  for  any  registered  face-amount  certificate 
company  to  issue  or  sell  any  face-amount  certificate,  or  to  collect  or 
accept  any  payment  on  any  such  certificate  issued  by  such  company 
on  or  after  the  effective  date  of  this  title,  which  certificate  makes  the 
holder  liable  to  any  legul  action  or  proceeding  for  any  unpaid  amount 
on  sucli  certificate. 

(f )  It  shall  be  unlawful  for  any  registered  face-amount  certificate 
company  to  issue  or  sell  any  face-amount  certificate,  or  to  collect  or 
accept  any  payment  on  any  such  certificate  issued  by  such  company 
on  or  after  the  effective  date  of  this  title,  (1)  unless  such  face- 
amount  certificate  contains  a  provision  or  provisions  to  the  effect 
that  the  holder  shall  have  an  optional  right  to  receive  a  paid-up 
certificate  in  lieu  of  the  then  attained  cash  surrender  value  provided 
therein  and  in  the  amount  of  such  value  plus  accumulations  thereon 
at  a  rate  to  be  specified  in  the  paid-up  certificate  equal  to  that  used 
in  computing  the  reserve  on  the  original  certificate  under  subpara- 
graph (A)  or  (B)  of  paragraph  (2)  of  subsection  (a)  of  this  section, 
such  paid-up  certificate  to  become  due  and  payable  at  the  end  of  a 
period  equal  to  the  balance  of  the  term  of  such  original  certifi- 
cate before  maturity;  and  during  the  period  prior  to  maturity  such 
paid-up  certificate  shall  have  a  cash  value  upon  surrender  thereof 
equal  to  the  then  amount  of  the  reserve  therefor;  and  (2)  unless 
such  face-amount  certificate  contains  a  further  provision  or  pro- 
visions to  the  effect  that  if  the  holder  be  in  continuous  default  in  his 
payments  on  such  certificate  for  a  period  of  six  months  without 
having  exercised  his  option  to  receive  a  paid-up  certificate,  as  herein 
provided,  the  company  at  the  expiration  of  such  six  months  shall  pay 
the  surrender  value  in  cash  if  such  value  is  less  than  $100  or  if 
such  value  is  $100  or  more  shall' issue  such  paid-up  certificate  to 
such  holder  and  such  payment  or  issuance,  plus  the  payment  of  all 
other  amounts  to  which  he  may  be  then  entitled  under  the  original 
certificate,  shall  operate  to  cancel  his  original  certificate:  Provided^ 
That  in  lieu  of  the  issuance  of  a  new  paid-up  certificate  the  original 
certificate  may  be  converted  into  a  paid-up  certificate  with  the  same 
effect;  and  (8)  unless,  where  such  certificate  provides,  in  the  event 
of  default,  for  the  deferment  of  payments  thereon  by  the  holder  or 
of  the  due  dates  of  such  payments  or  of  the  maturity  date  of  the 
certificate,  it  shall  also  provide  in  effect  for  the  right  of  reinstatement 
by  the  holder  of  the  certificate  after  default  and  for  an  option  in 
the  holder,  at  the  time  of  reinstatement,  to  make  up  the  payment 
or  payments  for  the  default  period  next  preceding  such  reinstatement 
with  interest  thereon  not  exceeding  6  per  centum  per  annum,  with 
the  same  effect  as  if  no  such  default  in  making  such  payments  had 
occurred. 

The  term  "default"  as  used  in  this  subsection  (f)  shall,  without 
restricting  its  usual  meaning,  include  a  failure  to  make  a  payment  or 
payments  as  and  when  provided  by  the  certificate. 

(g)  The  foregoing  provisions  of  this  section  shall  not  apply  to  a 
face-amount  certificate  company  which  on  or  before  the  effective  date 
of  this  Act  has  discontinued  the  offering  of  face-amount  certificates 
to  the  public  and  issues  face-amount  certificates  only  to  the  holders  of 
certificates  previously  issued  pursuant  to  an  obligation  expressed  or 
implied  in  such  certificates. 


275 

(h)  It  shall  be  unlawful  for  any  reoistered  face-amount  certificate 
company  which  does  not  maintain  the  minimum  certificate  reserve  on 
all  its  outstanding  face-amount  certificates  issued  prior  to  the  effective 
date  of  this  Act,  in  an  aggregate  amount  calculated  and  adjusted  as 
provided  in  section  28,  to  declare  or  pay  any  dividends  on  the  shares 
of  such  company  for  or  during  any  calendar  year  which  shall  exceed 
one-third  of  the  net  earnings  for  the  next  preceding  calendar  year  or 
which  shall  exceed  10  per  centum  of  the  aggregate  net  earnings  for  the 
next  preceding  five  calendar  years,  whichever  is  the  lesser  amount,  or 
any  dividend  whicli  shall  have  been  .forbidden  by  the  Commission 
fjursuant  to  the  provision  of  the  next  sentence  of  this  paragraph.  At 
least  thirty  days  before  such  company  shall  declare,  pay,  or  distribute 
any  dividend,  it  shall  give  the  Commission  written  notice  of  its  inten- 
tion to  declare,  pay,  or  distribute  the  same ;  and  if  at  any  time  it  shall 
appear  to  the  Commission  that  the  declaration,  payment  or  distri- 
bution of  any  dividend  for  or  during  any  calendar  year  might  impair 
the  financial  integrity  of  such  company  or  its  ability  to  meet  its  lia- 
bilities under  its  outstanding  face-amount  certificates,  it  may  by  order 
forbid  the  declaration,  distribution,  or  payment  of  any  such  dividend. 

(i)  The  foregoing  provisions  of  this  section  shall  apply  to  all  face- 
amount  certificates  issued  prior  to  the  effective  date  of  this  subsection ; 
to  the  collection  or  acceptance  of  any  payment  on  such  certificates;  to 
the  issuance  of  face-amount  certificates  to  the  holders  of  such  certifi- 
cates pursuant  to  an  obligation  expressed  or  implied  in  such  certifi- 
cates ;  to  the  provisions  of  such  certificates ;  to  the  minimum  certificate 
reserves  and  deposits  maintained  with  respect  thereto;  and  to  the 
assets  that  the  issuer  of  such  certificate  was  and  is  required  to  have 
with  respect  to  such  certificates.  With  respect  to  all  face-amount  cer- 
tificates issued  after  the  effective  date  of  this  subsection,  the  provisions 
of  this  section  shall  apply  except  as  hereinafter  provided. 

(1)  Notwithstanding  subparagraph  (A)  of  paragraph  (2)  of  sub- 
section (a),  the  reserves  for  each  certificate  of  the  installment  type 
shall  be  based  on  assumed  annual,  semiannual,  quarterly,  or  monthly 
reserve  payments  according  to  the  manner  in  which  gross  payments 
for  any  certificate  year  are  made  by  the  holder,  which  reserve  pay- 
ments shall  be  sufficient  in  amount,  as  and  when  accumulated  at  a  rate 
not  to  exceed  3%  per  centum  per  annum  compounded  annually,  to  pro- 
vide the  minimum  maturity  or  face  amount  of  the  certificate  when  due. 
Such  reserve  payments  may  be  graduated  according  to  certificate  years 
so  that  the  reserve  payment  or  payments  for  the  first  three  certificate 
years  shall  amount  to  at  least  80  per  centum  of  the  required  gross 
annual  payment  for  such  years :  the  reserve  payment  or  payments  for 
the  fourth  certificate  year  shall  amount  to  at  least  90  per  centum  of 
such  year's  required  gross  annual  payment;  the  reserve  payment  or 
payments  for  the  fifth  certificate  year  shall  amount  to  at  least  93  per 
centum  of  such  years  gross  annual  payment;  and  for  the  sixth  and 
each  subsequent  certificate  year  the  reserve  payment  or  payments  shall 
amount  to  at  least  96  per  centum  of  each  such  year's  required  gross 
annual  payment:  Provided^  That  such  aggregate  reserve  payments 
sl^all  amount  to  at  least  93  per  centum  of  the  aggregate  gross  annual 
payments  required  to  be  made  by  the  holder  to  obtain  the  maturity  of 
the  certificate.  The  company  may  at  its  option  take  as  loading  from 
the  gross  payment  or  payments'  for  a  certificate  year,  as  and  when 
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made  by  the  certificate  holder,  an  amount  or  amounts  equal  in  the 
aggregate  for  such  year  to  not  more  than  the  excess,  if  any,  of  the 
gross  payment  or  payments  required  to  be  made  by  the  holder  for 
such  year,  over  and  above  the  percentage  of  the  gross  annual  payment 
required  herein  for  such  year  for  reserve  purposes.  Such  loading  may 
be  taken  by  the  company  prior  to  or  after  the  setting  up  of  the  reserve 
payment  or  payments  for  such  year  and  the  reserve  payment  or  pay- 
ments for  such  year  may  be  graduated  and  adjusted  to  correspond 
with  the  amount  of  the  gross  payment  or  payments  made  by  the  certif- 
icate holder  for  such  year  less  the  loading  so  taken. 

(2)  Notwithstanding  paragraphs  (1)  and  (2)  of  subsection  (d), 
(A)  in  respect  of  any  certificate  of  the  installment  type,  during  the 
first  certificate  year,  the  holder  of  the  certificate,  upon  surrender 
thereof,  shall  be  entitled  to  a  value  payable  in  cash  not  less  than  80 
per  centum  of  the  amount  of  the  gross  payments  made  on  the  certifi- 
cate; and  (B)  in  respect  of  any  certificate  of  the  installment  type,  at 
any  time  after  the  expiration  of  the  first  certificate  year  and  prior  to 
maturity,  the  holder  of  the  certificate,  upon  surrender  thereof,  shall 
be  entitled  to  a  value  payable  in  cash  not  less  than  the  then  amount 
of  the  reserve  for  such  certificate  required  by  clauses  (1)  and  (2)  of 
subparagraph  (D)  of  paragraph  (2)  of  subsection  (a),  less  a  sur- 
render charge  that  shall  not  exceed  2  per  centum  of  the  face  or  matu- 
rity amount  of  the  certificate,  or  15  per  centum  of  the  amount  of  such 
reserve,  whichever  is  the  lesser,  but  in  no  event  shall  such  value  be  less 
than  80  per  centum  of  the  gross  payments  made  on  the  certificate.  The 
amount  of  the  surrender  value  for  the  end  of  each  certificate  year  shall 
be  set  out  in  the  certificate. 

BANKRUPTCY   OF   FACE-AMOUNT   CERTIFICATE  COMPANIES 

Sec.  29.  [Section  29  amended  section  67  and  section  44  of  the 
Bankruptcy  Act,  with  respect  to  the  bankruptcy  of  face-amount  certif- 
icate companies,  as  defined  in  section  4(1)  of  the  Investment  Com- 
pany Act  of  1940.] 

m:riodic  and  other  reports;  reports  of  affiliated  persons 

Sec.  30.  (a)  Every  registered  investment  company  shall  file  annu- 
allj  with  the  Commission  such  information,  documents,  and  reports 
as  investment  companies  having  securities  registered  on  a  national 
securities  exchange  are  required  to  file  annually  pursuant  to  section 
13  (a)  of  the  Securities  Exchange  Act  of  1934  and  the  rules  and 
regulations  issued  thereunder. 

(b)  Every  registered  investment  company  shall  file  with  the 
Commission — 

(1)  such  information  and  documents  (other  than  financial 
statements)  as  the  Commission  may  require,  on  a  semi-annual 
or  quarterly  basis,  to  keep  reasonably  current  the  information 
and  documents  contained  in  the  registration  statement  of  such 
company  filed  under  this  title ;  and 

(2)  copies  of  every  periodic  or  interim  report  or  similar  com- 
munication containing  financial  statements  and  transmitted  to 
any  class  of  such  company's  security  holders,  such  copies  to  be 
filed  not  later  than  ten  days  after  such  transmission. 
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Any  information  or  documents  contained  in  ti  report  or  other  com- 
munication to  security  holders  filed  pursuant  to  paragraph  (2)  may 
be  incorporated  by  reference  in  any  report  subsequently  or  concur- 
rently filed  pursuant  to  paragraph  (1). 

(c)  The  Commission  shall  issue  rules  and  regulations  permitting 
the  filing  with  the  Commission,  and  with  any  national  securities  ex- 
change concerned,  of  copies  of  periodic  reports,  or  of  extracts  there- 
from, filed  by  any  registered  investment  company  pursuant  to  sub- 
sections (a)  and  (b),  in  lieu  of  any  reports  and  documents  required 
of  such  company  under  section  13  or  15  (d)  of  the  Securities  Ex- 
change Act  of  1934. 

(d)  Every  registered  investment  company  shall  transmit  to  its 
stockholders,  at  least  semi-annually,  reports  containing  such  of  the 
following  information  and  financial  statements  or  their  equivalent, 
as  of  a  reasonably  current  date,  as  the  Commission  may  prescribe  by 
rules  and  regulations  for  the  protection  of  investors,  which  reports 
shall  not  be  misleading  in  any  material  respect  in  the  light  of  the 
reports  required  to  be  filed  pursuant  to  subsections  (a)  and  (b) : 

(1)  a  balance  sheet  accompanied  by  a  statement  of  the  aggre- 
gate value  of  investments  on  the  date  of  such  balance  sheet  ; 

(2)  a  list  showing  the  amounts  and  values  of  securities  owned 
on  the  date  of  such  balance  sheet ; 

(3)  a  statement  of  income,  for  the  period  covered  by  the  re- 
port, which  shall  be  itemized  at  least  with  respect  to  each  category 
of  income  and  expense  representing  more  than  5  per  centum  of 
total  income  or  expense ; 

(4)  a  statement  of  surplus,  which  shall  be  itemized  at  least 
with  respect  to  each  charge  or  credit  to  the  surplus  account  which 
represents  more  than  5  per  centum  of  the  total  charges  or  credits 
during  the  period  covered  by  the  report ; 

(5)  a  statement  of  the  aggregate  remuneration  paid  by  the 
company  during  the  period  covered  by  the  report  (A)  to  all 
directors  and  to  all  members  of  any  advisory  board  for  regular 
compensation;  (B)  to  each  director  and  to  each  member  of  an 
advisory  board  for  special  compensation;  (C)  to  all  officers; 
and  (D)  to  each  person  of  whom  any  officer  or  director  of  the 
company  is  an  affiliated  person ;  and 

(6)  a  statement  of  the  laggregate  dollar  amounts  of  purchases 
and  sales  of  investment  securities,  other  than  Grovemment  securi- 
ties, made  during  the  period  covered  by  the  report : 

Provided^  That  if  in  the  judgment  of  the  Commission  any  item 
required  under  this  subsection  is  inapplicable  or  inappropriate  to 
any  specified  type  or  types  of  investment  company,  the  Commission 
may  by  rules  and  regulations  permit  in  lieu  thereof  the  inclusion  of 
such  item  of  a  comparable  character  as  it  may  deem  applicable  or 
appropriate  to  such  type  or  types  of  investment  company. 

(e)  Financial  statements  contained  in  annual  reports  required 
pursuant  to  subsections  (a)  and  (d),  if  required  by  the  rules  and 
regulations  of  the  Commission,  shall  be  accom'panied  by  a  certificate 
of  independent  public  accountants.  The  certificate  of  such  independent 
public  accountants  shall  be  based  upon  an  audit  not  less  in  scope  or 
procedures  followed  than  that  which  independent  public  accountants 
would  ordinarily  make  for  the  purpose  of  presenting  comprehensive 
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ajid  dependable  financial  statements,  and  shall  contain  such  informa- 
tion as  the  Commission  may  prescribe,  by  rules  and  regulations  in  the 
public  interest  or  for  the  protection  of  investors,  as  to  the  nature  and 
scope  of  the  audit  and  the  findings  and  opinion  of  the  accountants. 
Each  such  report  shall  state  that  such  independent  public  accountants 
have  verified  securities  owned,  either  by  actual  examination,  or  by 
receipt  of  a  certificate  from  the  custodian,  as  the  Commission  may 
prescribe  by  rules  and  regulations. 

(f )  Every  p)erson  who  is  directly  or  indirectly  the  beneficial  owner 
of  more  than  10  per  centum  of  any  class  of  outstanding  securities 
(other  than  short-term  paper)  of  which  a  registered  closed-end  com- 
pany is  the  issuer  or  who  is  an  officer,  director,  member  of  an  advisory 
board,  investment  adviser,  or  affiliated  person  of  an  investment  adviser 
of  such  a  company  shall  in  respect  of  his  transactions  in  any  securities 
of  such  company  (other  than  short-term  paper)  be  subject  to  the  same 
duties  and  liabilities  as  those  imposed  by  section  16  of  the  Securities 
Exchange  Act  of  1934  upon  certain  beneficial  owners,  directors,  and 
officers  in  respect  of  their  transactions  in  certain  equity  securities. 

ACCOUNTS   AND   RECORDS 

Sec.  31.  (a)  Every  registered  investment  company,  and  every 
underwriter,  broker,  dealer,  or  investment  adviser  which  is  a  major- 
ity-owned subsidiary  of  such  a  company,  shall  maintain  and  preserve 
for  such  period  or  periods  as  the  Commission  may  prescribe  by  rules 
and  regulations,  such  accounts,  books,  and  other  documents  as  con- 
stitute the  record  forming  the  basis  for  financial  statements  required 
to  be  filed  pursuant  to  section  30  of  this  title,  and  of  the  auditor's 
certificates  relating  thereto.  Every  investment  adviser  not  a  major- 
ity-owned subsidiary  of,  and  every  depositor  of  any  registered 
investment  company,  and  every  principal  underwriter  for  any  regis- 
tered investment  company  other  than  a  closed-end  company,  shall 
maintain  and  preserve  for  such  period  or  periods  as  the  Commission 
shall  prescribe  by  rules  and  regulations,  such  accounts,  books,  and 
other  documents  as  are  necessary  or  appropriate  to  record  such  per- 
son's transactions  with  such  registered  company. 

(b)  All  accounts,  books,  and  other  records,  required  to  be  main- 
tained and  preserved  by  any  person  pursuant  to  subsection  (a),  shall 
be  subject  at  any  time  and  from  time  to  time  to  such  reasonable 
periodic,  special,  and  other  examinations  by  the  Commission,  or  any 
member  or  representative  thereof,  as  the  Commission  may  prescribe. 
Any  such  person  shall  furnish  to  the  Commission,  within  such  rea- 
sonable time  as  the  Commission  may  prescribe,  copies  of  or  extracts 
from  such  records  which  may  be  prepared  without  undue  effort, 
expense,  or  delay,  as  the  Commission  may  by  order  require. 

(c)  The  Commission  may,  in  the  public  interest  or  for  the  pro- 
tection of  investors,  issue  rules  and  regulations  providing  for  a 
reasonable  degree  of  uniformity  in  the  accounting  policies  and  prin- 
ciples to  be  followed  by  registered  investment  companies  in  main- 
taining their  accounting  records  and  in  preparing  financial  state- 
ments required  pursuant  to  this  title. 

(d)  The  Commission,  upon  application  made  by  any  registered 
investment  company,  may  by  order  exempt  a  specific  transaction  or 
transactions  from  the  provisions  of  any  rule  or  regulation  made  pur- 
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suant  to  subsection  (c),  if  the  Commission  finds  that  such  rule  or 
regulation  should  not  reasonably  be  applied  to  such  transaction. 

ACCOUNTANTS    AND    AUDITORS 

Sec.  32.  (a)  It  shall  be  unlawful  for  any  registered  management 
company  or  registered  face-amount  certifica/te  company  to  file  with  the 
Commission  any  financial  sta/tement  signed  or  certified  by  an  inde- 
pendent public  accountant,  unless — 

(1)  such  accountant  shall  have  been  selected  at  a  meeting  held 
within  thirty  days  before  or  after  tihe  beginning  of  the  fiscal  year 
or  before  the  annual  meeting  of  stockholders  in  that  year  by  the 
vote,  cast  in  person,  of  a  majority  of  those  members  of  the  board 
of  directors  who  are  not  interested  persons  of  such  registered 
company ; 

(2)  such  selection  shall  have  been  submitted  for  ratification  or 
rejection  at  the  next  succeeding  annual  meeting  of  stockholders  if 
such  meeting  be  held,  except  that  any  vacancy  occurring  between 
annual  meetings,  due  to  the  death  or  resignation  of  the  accountant, 
may  be  filled  by  the  vote  of  a  majority  of  those  members  of  the 
board  of  directors  who  are  not  interested  persons  of  such  regis- 
tered company,  cast  in  person  at  a  meeting  called  for  the  purpose 
of  voting  on  such  action ; 

(3)  the  employment  of  such  accountant  shall  have  been  con- 
ditioned upon  the  right  of  the  company  by  vote  of  a  majority  of 
the  outstanding  voting  securities  at  any  meeting  called  for  the 
purpose  to  terminate  such  employment  forthwith  without  any 
penalty;  and 

(4)  such  certificate  or  report  of  such  accountant  shall  be  ad- 
dressed both  to  the  board  of  directors  of  such  registered  company 
and  to  the  security  holders  thereof. 

If  the  selection  of  an  accountant  has  been  rejected  pursuant  to  para- 
graph (2)  or  his  employment  terminated  pursuant  to  paragraph  (3), 
the  vacancy  so  occurring  may  be  filled  by  a  vote  of  a  majority  of  the 
outstanding  voting  securities,  either  at  the  meeting  at  which  the  rejec- 
tion or  termination  occurred  or,  if  not  so  filled,  at  a  subsequent  meet- 
ing which  shall  be  called  for  the  purpose.  In  the  case  of  a  common-law 
trust  of  the  character  described  in  section  16(c) ,  no  ratification  of  the 
employment  of  such  accountant  shall  be  required  but  such  employ- 
ment may  be  terminated  and  such  accountant  removed  by  action  of 
the  holders  of  record  of  a  majority  of  the  outstanding  shares  of  bene- 
ficial interest  in  such  trust  in  the  same  manner  as  provided  in  section 
16(b)  in  respect  of  the  removal  of  a  trustee,  and  all  the  provisions 
therein  contained  as  to  the  calling  of  a  meeting  shall  be  applicable.  In 
the  event  of  such  termination  and  removal,  the  vacancy  so  occurring 
may  be  filled  by  action  o,f  the  holders  of  record  of  a  majority  of  the 
shares  of  beneficial  interest  either  at  the  meeting,  if  any,  at  which  such 
termination  and  removal  occurs,  or  by  instruments  in  writing  filed 
with  the  custodian,  or  if  not  so  filed  within  a  reasonable  time  then  at 
a  subsequent  meeting  which  shall  be  called  by  the  trustees  for  the 
purpose.  The  provisions  of  paragraph  (42)  of  section  2(a)  as  to  a 
majority  shall  be  applicable  to  the  vote  cast  at  any  meeting  of  the 
shareholders  of  such  a  trust  held  pursuant  to  this  subsection. 
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(b)  No  registered  management  company  or  registered  face- 
amount  certificate  company  shall  file  with  the  Commission  any  finan- 
cial statement  in  the  preparation  of  which  the  controller  or  other 
principal  accounting  officer  or  employee  of  such  company  partici- 
pated, unless  such  controller,  officer  or  employee  was  selected,  either 
by  vote  of  the  holders  of  such  company's  voting  securities  at  the  last 
annual  meeting  of  such  security  holders,  or  by  the  board  of  directors 
of  such  company. 

(c)  The  Commission  is  authorized,  by  rules  and  regulations  or 
order  in  the  public  interest  or  for  the  protection  of  investors,  to 
require  accountants  and  auditors  to  keep  reports,  work  sheets,  and 
other  documents  and  papers  relating  to  registered  investment  com- 
panies for  such  period  or  periods  as  the  Commission  may  prescribe, 
and  to  make  the  same  available  for  inspection  by  the  Commission  or 
any  member  or  representative  thereof. 

FILINO   or  DOCUMENTS   WITH   COMMISSION   IN   CIVIL  ACTIONS 

Sec.  33.  Every  registered  investment  company  which  is  a  party  and 
every  affiliated  person  of  such  company  who  is  a  party  defendant  to 
any  action  or  claim  by  a  registered  investment  company  or  a  security 
holder  thereof  in  a  derivative  or  representative  capacity  against  an 
officer,  director,  investment  adviser,  trustee,  or  depositor  of  such  com- 
pany, shall  file  with  the  Commission,  unless  already  so  filed,  (1)  a  copy 
of  all  pleadings,  verdicts,  or  judgments  filed  with  the  court  or  served  in 
connection  with  such  action  or  claim,  (2)  a  copy  of  any  proposed  set- 
tlement, compromise,  or  discontinuance  of  such  action,  and  (3)  a  copy 
of  such  motions,  transcripts,  or  other  documents  filed  in  or  issued  by 
the  court  or  served  in  connection  with  such  action  or  claim  as  may  be 
requested  in  writing  by  the  Commission.  If  any  document  referred  to 
in  clause  (1)  or  (2) — 

(A)  is  delivered  to  such  company  or  party  defendant,  such 
document  shall  be  filed  with  the  Commission  not  later  than  ten 
days  after  the  receipt  thereof ;  or 

(B)  is  filed  in  such  court  or  delivered  by  such  company  or 
party  defendant,  such  document  shall  be  filed  with  the  Commis- 
sion not  later  than  five  days  after  such  filing  or  delivery. 

DESTRUCTION   AND   FALSIFICATION   OF   REPORTS   AND   RECORDS 

Sec.  34.  (a)  It  shall  be  unlawful  for  any  person,  except  as  per- 
mitted by  rule,  regulation,  or  order  of  the  Commission,  willfully  to 
destroy,  mutilate,  or  alter  any  account,  book,  or  other  document  the 
preservation  of  which  has  been  required  pursuant  to  section  31  (a) 
or  32  (c). 

(b)  It  shall  be  unlawful  for  any  person  to  make  any  untrue  state- 
ment of  a  material  fact  in  any  registration  statement,  application, 
report,  account,  record,  or  other  document  filed  or  transmitted  pur- 
suant to  this  title  or  the  keeping  of  which  is  required  pursuant  to 
section  31(a).  It  shall  be  unlawful  for  any  person  so  filing,  trans- 
mitting, or  keeping  any  such  document  to  omit  to  state  therein  any 
fact  necessary  in  order  to  prevent  the  statements  made  therein,  in 
the  light  of  the  circumstances  under  which  they  were  made,  from 
being  materially  misleading.  For  the  purposes  of  this  subsection. 
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any  part  of  any  such  document  which  is  signed  or  certified  by  an 
accountant  or  auditor  in  his  capacity  as  such  shall  be  deemed  to  be 
made,  filed,  transmitted,  or  kept  by  such  accountant  or  auditor,  as 
well  as  by  the  person  filing,  transmitting,  or  keeping  the  complete 
document. 

UNLAWFUL  REPRESENTATIONS   AND   NAMES 

Sec.  35.  (a)  It  shall  be  unlawful  for  any  person,  in  issuing  or 
selling  any  security  of  which  a  registered  investment  company  is  the 
issuer,  to  represent  or  imply  in  any  manner  whatsoever  that  such 
security  or  company  has  been  guaranteed,  sponsored,  recommended, 
or  approved  by  the  United  States  or  any  agency  or  officer  thereof. 

(b)  It  shall  be  unlawful  for  any  person  registered  under  any  sec- 
tion of  this  title  to  represent  or  imply  in  any  manner  whatsoever 
that  such  person  has  been  sponsored,  recommended,  or  approved,  or 
that  his  abilities  or  qualifications  have  in  any  respect  been  passed 
upon  by  the  United  States  or  any  agency  or  officer  thereof. 

(c)  No  provision  of  subsection  (a)  or  (b)  shall  be  construed  to 
prohibit  a  statement  that  a  person  or  security  is  registered  under 
this  Act,  the  Securities  Act  of  1933,  or  the  Securities  Exchange  Act 
of  1934,  if  such  statement  is  true  in  fact  and  if  the  effect  of  such 
registration  is  not  misrepresented. 

(d)  It  shall  be  unlawful  for  any  registered  investment  company 
hereafter  to  adopt  as  a  part  of  the  name  or  title  of  such  company, 
or  of  any  security  of  which  it  is  the  issuer,  any  word  or  words  which 
the  Commission  finds  and  by  order  declares  to  be  de€eptive  or  mis- 
leading. The  Commission  is  authorized  to  bring  an  action  in  the 
proper  district  court  of  the  United  States  or  United  States  court 
of  any  Territory  or  other  place  subject  to  the  jurisdiction  of  the 
United  States  alleging  that  the  name  or  title  of  any  registered  invest- 
ment company,  or  of  any  security  which  it  has  issued,  is  materially 
deceptive  or  misleading.  If  the  court  finds  that  the  Commission's 
allegations  in  this  respect,  taking  into  consideration  the  history  of 
the  investment  company  and  the  length  of  time  which  it  may  have 
used  any  such  name  or  title,  are  established,  the  court  shall  enjoin 
such  investment  company  from  continuing  to  use  any  such  name  or 
title. 

BREACH  OP  FIDUCIARY  DUTY 

Sec.  36.  (a)  The  Commission  is  authorized  to  bring  an  action  in 
the  proper  district  court  of  the  United  States,  or  in  the  United  States 
court  of  any  territory  or  other  place  subject  to  the  jurisdiction  of  the 
United  States,  alleging  that  a  person  serving  or  acting  in  one  or  more 
of  the  following  capacities  has  engaged  within  five  years  of  the  com- 
mencement of  the  action  or  is  about  to  engage  in  any  act  or  practice 
constituting  a  breach  of  fiduciary  duty  involving  personal  misconduct 
in  respect  of  any  registered  investment  company  for  which  such  per- 
son so  serv^es  or  acts — 

(1)  as  officer,  director,  member  of  any  advisory  board,  invest- 
ment adviser,  or  depositor;  or 

(2)  as  principal  underwriter,  if  such  registered  company  is  an 
open-end  company,  unit  investment  trust,  or  face-amount  certifi- 
cate company. 
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If  such  allegations  are  established,  the  court  may  enjoin  such  persons 
from  acting  in  any  or  all  such  capacities  either  permanently  or  tem- 
porarily and  award  such  injunctive  or  other  relief  against  such  person 
as  may  be  reasonable  and  appropriate  in  the  circumstances,  having  due 
regard  to  the  protection  of  investors  and  to  the  effectuation  of  the 
policies  declared  in  section  1(b)  of  this  title. 

(b)  For  the  purposes  of  this  subsection,  the  investment  adviser  of  a 
registered  investment  company  shall  be  deemed  to  have  a  fiduciary 
duty  with  respect  to  the  receipt  of  compensation  for  services,  or  of 
payments  of  a  material  nature,  paid  by  such  registered  investment 
company,  or  by  the  security  holders  thereof,  to  such  investment  adviser 
or  any  affiliated  person  of  such  investment  adviser.  An  action  may  be 
brought  under  this  subsection  by  the  Commission,  or  by  a  security 
holder  of  such  registered  investment  company  on  behalf  of  such  com- 
pany, against  such  investment  adviser,  or  any  affiliated  person  of  such 
mvestment  adviser,  or  any  other  person  enumerated  in  subsection  (a) 
of  this  section  who  has  a  fiduciary  duty  concerning  such  compensation 
or  payments,  for  breach  of  fiduciarjr  duty  in  respect  of  such  compensa- 
tion or  payments  paid  by  such  registered  investment  company  or  bv 
the  security  holders  thereof  to  such  investment  adviser  or  person.  With 
respect  to  any  such  action  the  following  provisions  shall  apply : 

(1)  It  shall  not  be  necessary  to  allege  or  prove  that  any  defendant 
engaged  in  personal  misconduct,  and  the  plaintiff  shall  have  the  burden 
of  proving  a  breach  of  fiduciary  duty. 

(2)  In  any  such  action  approval  by  the  board  of  directors  of  such 
investment  company  of  such  compensation  or  payments,  or  of  contracts 
or  other  arrangements  providing  for  such  compensation  or  payments, 
and  ratification  or  approval  of  such  compensation  or  pajmients,  or  of 
contracts  or  other  arrangements  providing  for  such  compensation  or 
payments,  by  the  shareholders  of  such  investment  company,  shall  be 
given  such  consideration  by  the  court  as  is  deemed  appropriate  under 
all  the  circumstances. 

(3)  No  such  action  shall  be  brought  or  maintained  against  any  per- 
son other  than  the  recipient  of  such  compensation  or  payments,  and  no 
damages  or  other  relief  shall  be  granted  against  any  person  other  than 
the  recipient  of  such  compensation  or  payments.  No  award  of  damages 
shall  be  recoverable  for  any  period  prior  to  one  year  before  the  action 
was  instituted.  Any  award  of  damages  against  such  recipient  shall  be 
limited  to  the  actual  damages  resulting  from  the  breach  of  fiduciary 
duty  and  shall  in  no  event  exceed  the  amount  of  compensation  or  pay- 
ments received  from  such  investment  company,  or  the  security  holders 
thereof,  by  such  recipient, 

(4)  This  subsection  shall  not  apply  to  compensation  or  payments 
made  in  connection  with  transactions  subject  to  section  17  of  this  title, 
or  rules,  regulations,  or  orders  thereunder,  or  to  sales  loans  ^  for  the 
acquisition  of  any  security  issued  by  a  registered  investment  company. 

(5)  Any  action  pursuant  to  this  subsection  may  be  brought  only  in 
an  appropriate  district  court  of  the  United  States. 

(6)  No  finding  by  a  court  with  respect  to  a  breach  of  fiduciary  duty 
under  this  subsection  shall  be  made  a  basis  (A)  for  a  finding  of  a 
violation  of  this  title  for  the  purposes  of  sections  9  and  49  of  this  title, 
section  15  of  the  Securities  Exchange  Act  of  1934,  or  section  203  of 
title  TI  of  this  Act,  or  (B)  for  an  injunction  to  prohibit  any  person 

»  So  in  original ;  probably  should  read  "loads". 
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from  serving  in  any  of  the  capacities  enumerated  in  subsection  (a)  of 
this  section. 

^  (d)  For  the  purposes  of  subsections  (a)  through  (c)  of  this  sec- 
tion, the  term  "investment  adviser"  includes  a  corporate  or  other 
trustee  performing  the  functions  of  an  investment  adviser. 

LARCENY  AND  EMBEZZLEMENT 

Sec.  37.  Whoever  steals,  unlawfully  abstracts,  unlawfully  and  will- 
fully converts  to  his  own  use  or  to  the  use  of  another,  or  embezzles 
any  of  the  moneys,  funds,  securities,  credits,  property,  or  assets  of 
any  registered  investment  company  shall  be  deemed  guilty  of  a 
crime,  and  upon  conviction  thereof  shall  be  subject  to  the  penalties 
provided  in  section  49.  A  judgment  of  conviction  or  acquittal  on  the 
merits  the  laws  of  any  State  shall  be  a  bar  to  any  prosecution  under 
this  section  for  the  same  act  or  acts. 

RULES,  regulations,  AND  ORDERS  ,*  GENERAL  POWERS  OF  COMMISSION 

Sec.  38.  (a)  The  Commission  shall  have  authority  from  time  to 
time  to  make,  issue,  amend,  and  rescind  such  rules  and  regulations  and 
such  orders  as  are  necessary  or  appropriate  to  the  exercise  of  the 
powers  conferred  upon  the  Commission  elsewhere  in  this  title,  includ- 
ing rules  and  regulations  defining  accounting,  technical,  and  trade 
t^rms  used  in  this  title,  and  prescribing  the  form  or  forms  in  which 
information  required  in  registration  statements,  applications,  and 
reports  to  the  Commission  shall  be  set  forth.  For  the  purposes  of 
its  rules  or  regulations  the  Commission  may  classify  persons,  securi- 
ties, and  other  matters,  within  its  jurisdiction  and  prescribe  different 
requirements  for  different  classes  of  persons,  securities,  or  matters. 

(b)  The  Commission,  by  such  rules  and  regulations  or  order  as  it 
deems  necessary  or  appropriate  in  the  public  interest  or  for  the  pro- 
tection of  investors,  may  authorize  the  filing  of  any  information  or 
documents  required  to  be  filed  with  the  Commission  under  this  title, 
title  II  of  this  Act,  the  Securities  Act  of  1933,  the  Securities  Exchange 
Act  of  1934,  the  Public  Utility  Holding  Company  Act  of  1935,  or 
the  Trust  Indenture  Act  of  1939,  by  incorporating  by  reference  any 
information  or  documents  theretofore  or  concurrently  filed  with  the 
Commission  under  this  title  or  any  of  such  Acts. 

(c)  No  provision  of  this  title  imposing  any  liability  shall  apply 
to  any  act  done  or  omitted  in  good  faith  in  conformity  with  any  rule, 
regulation,  or  order  of  the  Commission,  notwithstanding  that  such 
rule,  regulation,  or  order  may,  after  such  act  or  omission,  be  amended 
or  rescinded  or  be  determined  by  judicial  or  other  authority  to  be 
invalid  for  any  reason. 

RULES  AND  REGULATIONS  ;  PROCEDURE  TOR  ISSUANCE 

Sec  39.  Subject  to  the  provisions  of  the  Federal  Register  Act  and 
regulations  prescribed  under  the  authority  thereof,  the  rules  and  reg- 
ulations of  the  Conmiission  under  this  title,  and  amendments  thereof. 


1  Shown  as  enacted  by  Public  Law  94-29.  This  should  be  designated  as  subsection  (c) 
and  should  read  "For  the  purposes  of  subsections  (a)  and  (b)". 
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shall  be  ejffective  upon  publication  in  the  manner  which  the  Commis- 
sion shall  prescribe,  or  upon  such  later  date  as  may  be  provided  in 
such  rules  and  regulations. 


Sec.  40.  (a)  Orders  of  the  Commission  under  this  title  shall  be 
issued  only  after  appropriate  notice  and  opportunity  for  hearing. 
Notice  to  the  parties  to  a  proceeding  before  the  Commission  shall 
be  given  by  personal  service  upon  each  party  or  by  registered  mail  or 
certified  mail  or  confirmed  telegraphic  notice  to  the  party's  last  known 
business  address.  Notice  to  interested  persons,  if  any,  other  than  parties 
may  be  given  in  the  same  manner  or  by  publication  in  the  Federal 
Register. 

(b)  The  Commission  may  provide,  by  appropriate  rules  or  regu- 
lations, that  an  application  verified  under  oath  may  be  admissible  in 
evidence  in  a  proceeding  before  the  Commission  and  that  the  record 
in  such  a  proceeding  may  consist,  in  whole  or  in  part,  of  such 
application. 

(c)  In  any  proceeding  before  the  Commission,  the  Commission, 
in  accordance  with  such  rules  and  regulations  as  it  may  prescribe,  shall 
admit  as  a  party  any  interested  State  or  State  agency,  and  may  admit 
as  a  party  any  representative  of  interested  security  holders,  or  any 
other  person  whose  participation  in  the  proceeding  may  be  in  the 
public  interest  or  for  the  protection  of  investors. 

HEARINGS   BY  COMMISSION 

Sec.  41.  Hearings  may  be  public  and  may  be  held  before  the  Com- 
mission, any  member  or  members  thereof,  or  any  officer  of  officers 
of  the  Commission  designated  by  it,  and  appropriate  records  thereof 
shall  be  kept. 

enforcement  of  title 

Sec.  42.  (a)  The  Commission  may  make  such  investigations  as  it 
deems  necessary  to  determine  whether  any  person  has  violated  or  is 
about  to  violate  any  provision  of  this  title  or  of  any  rule,  regulation, 
or  order  hereunder,  or  to  determine  whether  any  action  in  any  court 
or  any  proceeding  before  the  Commission  shall  be  instituted  under 
this  title  against  a  particular  person  or  persons,  or  with  respect  to 
a  particular  transaction  or  transactions.  The  Commission  shall 
permit  any  person  to  file  with  it  a  statement  in  writing,  under  oath 
or  otherwise  as  the  Commission  shall  determine,  as  to  all  the  facts 
and  circumstances  concerning  the  matter  to  be  investigated. 

(b)  For  the  purpose  of  any  investigation  or  any  other  proceeding 
under  this  title,  any  member  of  the  Commission,  or  any  officer  thereof 
designated  by  it,  is  empowered  to  administer  oaths  and  affirmations, 
subpena  witnesses,  compel  their  attendance,  take  evidence,  and  require 
the  production  of  any  books,  papers,  correspondence,  memoranda,  con- 
tracts, agreements,  or  other  records  which  are  relevant  or  material  to 
the  inquiry.  Such  attendance  of  witnesses  and  the  production  of 
any  such  records  may  be  required  from  any  place  in  any  State  or  in 
any  Territory  or  other  place  subject  to  the  jurisdiction  of  the  United 
States  at  any  designated  place  of  hearing. 
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(c)  In  case  of  contumacy  by,  or  refusal  to  obey  a  subpena  issued  to, 
any  person,  the  Commission  may  invoke  the  aid  of  any  court  of  the 
United  States  within  the  jurisdiction  of  which  such  investigation  or 
proceeding  is  carried  on,  or  where  such  person  resides  or  carries  on 
business,  in  requiring  the  attendance  and  testimony  of  witnesses  and 
the  production  of  books,  papers,  correspondence,  memoranda,  con- 
tracts, agreements,  and  other  records.  And  such  coui-t  may  issue  an 
order  requiring  such  person  to  appear  before  the  Commission  or  mem- 
ber or  officer  designated  by  the  Commission,  there  to  produce  records,  if 
so  ordered,  or  to  give  testimony  touching  the  matter  under  investiga- 
tion or  in  question ;  any  failure  to  obey  such  order  of  the  court  may  be 
punished  by  such  court  as  a  contempt  thereof.  All  process  in  any  such 
case  may  be  served  in  the  judicial  district  whereof  such  person  is  an 
inhabitant  or  wherever  he  may  be  found.  Any  person  who  without 
just  cause  shall  fail  or  refuse  to  attend  and  testify  or  to  answer  any 
lawful  inquiry  or  to  produce  books,  papers,  correspondence,  memo- 
randa, contracts,  agreements,  or  other  records,  if  in  his  or  its  power 
so  to  do,  in  obedience  to  the  subpena  of  the  Commission,  shall  be 
guilty  of  a  misdemeanor,  and  upon  conviction  shall  be  subject  to  a  fine 
of  not  more  than  $1,000  or  to  imprisonment  for  a  term  of  not  more 
than  one  year,  or  both. 

(d)' 

(e)  ^Vhenever  it  shall  appear  to  the  Commission  that  any  person 
has  engaged  or  is  about  to  engage  in  any  act  or  practice  constituting 
a  violation  of  any  provision  of  this  title,  or  of  any  rule,  regulation, 
or  order  hereunder,  it  may  in  its  discretion  bring  an  action  in  the 
proper  district  court  of  the  United  States,  or  the  proper  United 
States  court  of  any  Territor}^  or  other  place  subject  to  the  jurisdic- 
tion of  the  United  States,  to  enjoin  such  acts  or  practices  and  to 
enforce  compliance  with  this  title  or  any  rule,  regulation,  or  order 
hereunder.  Upon  a  showing  that  such  person  has  engaged  or  is  about  to 
engage  in  any  such  act  or  practice,  a  permanent  or  temporary  injunc- 
tion or  decree  or  restraining  order  shall  be  granted  without  bond.  In 
any  proceeding  under  this  subsection  to  enforce  compliance  with  sec- 
tion 7,  the  court  as  a  court  of  equity  may,  to  the  extent  it  deems  neces- 
sary or  appropriate,  take  exclusive  jurisdiction  and  possession  of  the 
investment  company  or  companies  involved  and  the  books,  records,  and 
assets  thereof,  wherever  located;  and  the  court  shall  have  jurisdiction 
to  appoint  a  trustee,  who  with  the  approval  of  the  court  shall  have 
power  to  dispose  of  any  or  all  of  such  assets,  subject  to  such  terms  and 
conditions  as  the  court  may  prescribe.  The  Commission  may  transmit 
such  evidence  as  may  be  available  concerning  any  violation  of  the  pro- 
visions of  this  title,  or  of  any  rule,  regulation,  or  order  thereunder,  to 
the  Attorney  General,  who,  in  his  discretion,  may  institute  the  appro- 
priate criminal  proceedings  under  this  title. 

COURT    REVIEW    OF    ORDERS 

Sec.  43.  (a)  Any  person  or  party  aggrieved  by  an  order  issued  by 
the  Commission  under  this  title  may  obtain  a  review  of  such  order 
in  the  court  of  appeals  of  the  United  States  within  any  circuit 
wherein  such  person  resides  or  has  his  principal  place  of  business,  or 
in  the  United  States  Court  of  Appeals  for  the  District  of  Columbia, 
by  filing  in  such  court,  within  sixty  days  after  the  entry  of  such  order, 

1  Repealed.  Pub.  Law  91-452  ;  84  Stat.  929. 
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a  written  petition  praying  that  the  order  of  the  Commission  be  modi- 
fied or  set  aside  in  whole  or  in  part.  A  copy  of  such  petition  shall  be 
forthwith  transmitted  by  the  clerk  of  the  court  to  any  member  of  the 
Commission  or  any  officer  thereof  designated  by  the  Commission  for 
that  purpose,  and  thereupon  the  Commission  shall  file  in  the  court 
the  record  upon  which  the  order  complained  of  was  entered,  as  pro- 
vided in  section  2112  of  title  28,  United  States  Code.  Upon  the  fil- 
ing of  such  petition  such  cjourt  shall  liave  jurisdiction,  which  upon 
the  filing  of  the  record  shall  be  exclusive,  to  affirm,  modify,  or  set  aside 
such  order,  in  whole  or  in  part.  No  objection  to  the  order  of  the  Com- 
mission shall  be  considered  by  the  court  unless  such  objection  shall 
have  been  urged  before  the  Commission  or  unless  there  were  rea- 
sonable grounds  for  failure  so  to  do.  The  findings  of  the  Commis- 
sion as  to  the  facts,  if  supported  by  substantial  evidence,  shall  be 
conclusive.  If  application  is  made  to  the  court  for  leave  to  adduce 
additional  evidence,  and  it  is  shown  to  the  satisfaction  of  the  court 
that  such  additional  evidence  is  material  and  that  there  were  rea- 
sonable groimds  for  failure  to  adduce  such  evidence  in  the  proceed- 
ing before  the  Commission,  the  court  may  order  such  additional  evi- 
dence to  be  taken  before  the  Commission  and  to  be  adduced  upon 
the  hearing  in  such  manner  and  upon  such  terms  and  conditions  as 
to  the  court  may  seem  proper.  The  Commission  may  modify  its  find- 
ings as  to  the  facts  by  reason  of  the  additional  evidence  so  taken,  and 
it  shall  file  with  the  court  such  modified  or  new  findings,  which,  if 
supported  by  substantial  evidence,  shall  be  conclusive,  and  its  recom- 
mendation, if  any,  for  the  modification  or  setting  aside  of  the  original 
order.  The  judgment  and  decree  of  the  court  affirming,  modifying, 
or  setting  aside,  in  whole  or  in  part,  any  such  order  of  the  Commission 
shall  be  final,  subject  to  review  by  the  Supreme  Court  of  the  United 
States  upon  certiorari  or  certification  as  provided  in  section  1254  of 
title  28,  United  States  Code. 

(b)  The  commencement  of  proceedings  under  subsection  (a)  to 
review  an  order  of  the  Commission  issued  under  section  8  (e)  shall 
operate  as  a  stay  of  the  Commission's  order  unless  the  court  otherwise 
orders.  The  commencement  of  proceedings  under  subsection  (a)  to 
review  an  order  of  the  Commission  issued  under  any  provision  of 
this  title  other  than  section  8  (e)  shall  not  operate  as  a  stay  of  the 
Commission's  order  unless  the  court  specifically  so  orders. 

JURISDICTION   OF   OFFENSES   AND   SUITS 

Sec.  44.  The  district  courts  of  the  United  States  and  the  United 
States  courts  of  any  Territory  or  other  place  subject  to  the  jurisdic- 
tion of  the  United  States  shall  have  jurisdiction  of  violations  of  this 
title  or  the  rules,  regulations,  or  orders  thereunder,  and,  concurrently 
with  State  and  Territorial  courts,  of  all  suits  in  equity  and  actions  at 
law  brought  to  enforce  any  liability  or  duty  created  by,  or  to  enjoin  any 
violation  of,  this  title  or  the  rules,  regulations,  or  orders  thereunder. 
Any  criminal  proceeding  may  be  brought  in  the  district  wherein  any 
act  or  transaction  constituting  the  violation  occurred.  A  criminal  pro- 
ceeding based  upon  a  violation  of  section  34,  or  upon  a  failure  to  file  a 
report  or  other  document  required  to  be  filed  under  this  title,  may  be 
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brought  in  the  district  wherein  the  defendant  is  an  inhabitant  or  main- 
tains his  principal  office  or  place  of  business.  Any  suit  or  action  to 
enforce  any  liability  or  duty  created  by,  or  to  enjoin  any  violation  of, 
this  title  or  rules,  regulations,  or  orders  thereunder,  may  be  brought 
in  any  such  district  or  in  the  district  wherein  the  defendant  is  an  in- 
habitant or  transacts  business,  and  process  in  such  cases  may  be  served 
in  any  district  of  which  the  defendant  is  an  inhabitant  or  transacts 
business  or  wherever  the  defendant  may  be  found.  Judgments  and  de- 
crees so  rendered  shall  be  subject  to  review  as  provided  in  sections 
1254,  1291,  1292,  and  1294  of  title  28,  United  States  Code.  No  costs 
shall  be  assessed  for  or  against  the  Commission  in  any  proceeding 
under  this  title  brought  by  or  against  the  Commission  in  any  court. 
The  Commission  may  intervene  as  a  party  in  any  action  or  suit  to 
enforce  any  liability  or  duty  created  by,  or  to  enjoin  any  noncompli- 
ance with,  section  36(b)  of  this  title  at  any  stage  of  such  action  or  suit 
prior  to  final  judgment  therein. 

INFORMATIOX    FILED    WITH    COMMISSION 

Sec.  45.  (a)  The  information  contained  in  any  registration  state- 
ment, application,  report,  or  other  document  filed  with  the  Commis- 
sion pursuant  to  any  provision  of  this  title  or  of  any  rule  or  regulation 
thereunder  (as  distinguished  from  any  information  or  document 
transmitted  to  the  Commission)  shall  be  made  available  to  the  public, 
unless  and  except  insofar  as  the  Commission,  by  rules  and  regulations 
upon  its  own  motion,  or  by  order  upon  application,  finds  that  public 
disclo?ure  is  neither  necessary  nor  appropriate  in  the  public  interest  or 
for  the  protection  of  investors.  It  shall  be  unlawful  for  any  member, 
officer,  or  employee  of  the  Commission  to  use  for  personal  benefit,  or  to 
disclose  to  any  person  other  than  an  official  or  employee  of  the  United 
States  or  of  a  State,  for  official  use,  or  for  any  such  official  or  employee 
to  use  for  personal  benefit,  any  information  contained  in  any  document 
so  filed  or  transmitted,  if  such  information  is  not  available  to  the 
public. 

(b)  Photostatic  or  other  copies  of  information  contained  in  docu- 
ments filed  with  the  Commission  under  this  title  and  made  available 
to  the  public  shall  be  furnished  any  person  at  such  reasonable  charge 
and  under  such  reasonable  limitations  as  the  Commission  shall 
prescribe. 

ANNUAL    REPORTS    OF    COMMISSION;    EMPLOYEES    OF   THE   COMMISSION 

Sec.  46.  (a)  The  Commission  shall  submit  annually  a  report  to 
the  Comrress  co^-ering  the  work  of  the  Commission  for  the  preceding 
year  and  including  such  information,  data,  and  recommendations  for 
further  lea^Lslation  in  connection  with  the  matters  covered  by  this  title 
as  it  mav  find  advisable. 

(b)  For  the  purposes  of  this  title,  the  Commission  may,  subject 
to  the  civil-service  laws,  appoint  such  attorneys,  examiners,  and  other 
experts,  and  such  other  officers  and  employees  as  are  necessary  in  the 
execution  of  the  functions  of  the  Commission  and  fix  their  salaries  in 
accordance  with  the  Classification  Act  of  1949. 
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VAIJDITY  OF  CONTRACTS 

Sec.  47.  (a)  Any  condition,  stipulation,  or  provision  binding  any 
person  to  waive  compliance  with  any  piovision  of  this  title  or  with 
any  rule,  regulation,  or  order  thereunder  shall  be  void. 

(b)  Every  contract  made  in  violation  of  any  provision  of  this  title 
or  of  any  rule,  regulation,  or  order  thereunder,  and  eveiy  contract 
heretofore  or  hereafter  made,  the  performance  of  which  involves  the 
violation  of,  or  the  continuance  of  any  relationship  or  practice  in  vio- 
lation of  any  provision  of  this  title,  or  any  rule,  regulation,  or  order 
thereunder,  shall  be  void  (1)  as  regards  the  rights  of  any  person  who, 
in  violation  of  any  such  provision,  rule,  regulation,  or  order,  shall  have 
made  or  engaged  in  the  performance  of  any  such  contract,  and  (2)  as 
regards  the  rights  of  any  pei*son  who,  not  being  a  party  to  such  con- 
tract, shall  have  acquired  any  right  thereunder  with  actual  knowledge 
of  the  facts  by  reason  of  which  the  making  or  performance  of  such 
contract  was  in  violation  of  any  such  provision,  rule,  regulation,  or 
order. 

LIABILITY  OF  CONTROLLING  PERSONS  ;  PREVENTING  COMPLIANCE  WITH  TITLE 

Sec.  48.  (a)  It  shall  be  unlawful  for  any  person,  directly  or  indi- 
rectly, to  cause  to  be  done  any  act  or  thing  through  or  by  means  of  any 
other  person  which  it  would  be  unlawful  for  such  person  to  do  under 
the  provisions  of  this  title  or  any  rule,  regulation,  or  order  thereunder. 

(b)  It  shall  be  unlawful  for  any  person  without  just  cause  to 
hinder,  delay,  or  obstruct  the  making,  filing,  or  keeping  of  any  infor- 
mation, document,  report,  record,  or  account  required  to  be  made,  filed, 
or  kept  under  any  provision  of  this  title  or  any  rule,  regulation,  or 
order  thereunder. 

PENALTIES 

Sec.  49.  Any  person  who  willfully  violates  any  provision  of  this  title 
or  of  any  rule,  regulation,  or  order  hereunder,  or  any  person  who  will- 
fully in  any  registration  statement,  application,  report,  account,  rec- 
ord, or  other  document  filed  or  transmitted  pursuant  to  this  title  or  the 
keeping  of  which  is  required  pursuant  to  section  31  (a)  makes  any 
untrue  statement  of  a  material  fact  or  omits  to  state  any  material  fact 
necessary  in  order  to  prevent  the  statements  made  therein  from  being 
materially  misleading  in  the  light  of  the  circumstances  under  which 
they  were  made,  shall  upon  conviction  be  fined  not  more  than  $10,000 
or  imprisoned  not  more  than  five  years,  or  both ;  but  no  person  shall  be 
convicted  under  this  section  for  the  violation  of  any  rule,  regulation, 
or  order  if  he  proves  that  he  had  no  actual  knowledge  of  such  rule, 
regulation,  or  order. 

EFFECT  ON  EXISTING  LAW 

Sec.  50.  Except  where  specific  provision  is  made  to  the  contrary, 
nothing  in  this  title  shall  affect  (1)  the  jurisdiction  of  the  Commission 
under  the  Securities  Act  of  1933,  the  Securities  Exchange  Act  of  1934, 
the  Public  Utility  Holding  Company  Act  of  1945,  the  Trust  Indenture 
Act  of  1939,  or  title  II  of  this  Act,  over  any  pei^on,  security,  or  trans- 
action, or  (2)  the  rights,  obligations,  duties,  or  liabilities  of  any  per- 
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son  under  such  Acts ;  nor  shall  anything  in  this  title  affect  the  jurisdic- 
tion of  any  other  commission,  board,  agency,  or  officer  of  the  United 
States  or  of  any  State  or  political  subdivision  of  any  State,  over  any 
person,  security,  or  transaction,  insofar  as  such  jurisdiction  does  not 
conflict  with  any  provision  of  this  title  or  of  any  rule,  regulation,  or 
order  hereunder. 

SEPARABILITY  OF  PROVISIONS 

Sec.  51.  If  any  provision  of  this  title  or  any  provision  incorporated 
in  this  title  by  reference,  or  the  application  of  any  such  provision  to 
any  person  or  circumstances,  shall  be  held  invalid,  the  remainder  of 
this  title  and  the  application  of  any  such  provision  to  person  or  cir- 
cumstances other  than  those  as  to  which  it  is  held  invalid  shall  not  be 
affected  thereby. 

SHORT  TITLE 

Sec.  52.  This  title  may  be  cited  as  the  "Investment  Company  Act  of 
1940". 

EFFECTIVE  DATE 

Sec.  53.  The  effective  date  of  the  provisions  of  this  title,  so  far  as 
the  same  relate  to  face-amount  certificates  or  to  face-amount  certificate 
companies,  is  January  1, 1941 :  Provided^  however^  That  any  such  face- 
amount  certificate  company  may  register  prior  to  said  date,  as  pro- 
vided by  section  8  of  this  title,  and  such  registration  shall  not  operate 
to  change  or  affect  said  effective  date  as  to  any  such  company  or  any 
face-amount  certificates  issued  by  it.  The  effective  date  of  provisions 
hereof,  insofar  as  the  same  do  not  apply  to  face-amount  certificates  or 
face-amount  certificate  companies,  is  November  1,  1940.  Except  as 
herein  otherwise  provided,  every  provision  of  this  title  shall  take  effect 
on  November  1, 1940. 


INVESTMENT  ADVISERS  ACT  OF  1940 


INVESTMENT  ADVISERS  ACT  OF  1940 
TITLE  II— INVESTMENT  ADVISERS 

FINDINGS 

Sec.  201.  Upon  the  basis  of  facts  disclosed  by  the  record  and 
report  of  the  Securities  and  Exchange  Commission  made  pursuant 
to  section  30  of  the  Public  Utility  Holding  Company  Act  of  1935, 
and  facts  otherwise  disclosed  and  ascertained,  it  is  hereby  found  that 
investment  advisers  are  of  national  concern,  in  that,  among  other 
things — 

(1)  their  advice,  counsel,  publications,  writings,  analyses,  and 
reports  are  furnished  and  distributed,  and  their  contracts,  sub- 
scription agreements,  and  other  arrangements  with  clients  are 
negotiated  and  performed,  by  the  use  of  the  mails  and  means 
and  instrumentalities  of  interstate  commerce; 

(2)  their  advice,  counsel,  publications,  writings,  analyses,  and 
repoi-ts  customarily  relate  to  the  purchase  and  sale  of  securities 
traded  on  national  securities  exchanges  and  in  interstate  over- 
the-counter  markets,  securities  issued  by  companies  engaged  in 
business  in  interstate  commerce,  and  securities  issued  by  national 
banks  and  member  banks  of  the  Federal  Reserve  System;  and 

(3)  the  foregoing  transactions  occur  in  such  volume  as  sub- 
stantially to  affect  interstate  commerce,  national  securities  ex- 
changes, and  other  securities  markets,  the  national  banking  sys- 
tem and  the  national  economy. 

DEFINITIONS 

Sec.  202.  (a)  When  used  in  this  title,  unless  the  context  otherwise 
requires — 

(1)  "Assignment"  includes  any  direct  or  indirect  transfer  or  hy- 
pothecation of  an  investment  advisory  contract  by  the  assignor  or  of 
a  controlling  block  of  the  assignor's  outstanding  voting  securities  by 
a  security  holder  of  the  assignor;  but  if  the  investment  adviser  is  a 
partnership,  no  assignment  of  an  investment  advisory  contract  shall 
be  deemed  to  result  from  the  death  or  withdrawal  of  a  minority  of 
the  members  of  the  investment  adviser  having  only  a  minority  inter- 
est in  the  business  of  the  investment  adviser  or  from  the  admission  to 
the  investment  adviser  of  one  or  more  members  who,  after  such  ad- 
mission, shall  be  only  a  minority  of  the  members  and  shall  have  only 
a  minority  interest  in  the  business. 

(2)  "Bank"  means  (A)  a  banking  institution  organized  under 
the  laws  of  the  United  States,  (B)  a  member  bank  of  the  Federal 
Reserve  System,  (C)  any  other  banking  institution  or  trust  com- 
pany, whether  incorporated  or  not,  doing  business  under  the  laws  of 
any  State  or  of  the  United  States,  a  substantial  portion  of  the  busi- 
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ness  of  which  consists  of  receiving  deposits  or  exercising  fiduciary 
powers  similar  to  those  permitted  to  national  banks  under  the  author- 
ity of  the  Comptroller  of  the  Currency,  and  which  is  supervised  and 
examined  by  State  or  Federal  authority  having  supervision  over 
banks,  and  which  is  not  operated  for  the  purpose  of  evading  the  pro- 
visions of  this  title,  and  (D)  a  receiver,  conservator,  or  other  liquidat- 
ing agent  of  any  institution  or  firm  included  in  clauses  (A),  (B),  or 
(C)  of  this  paragraph. 

(3)  "Broker"  means  any  person  engaged  in  the  business  of  eflfect- 
ing  transactions  in  securities  for  the  account  of  others,  but  does  not 
include  a  bank. 

(4)  "Commission"  means  the  Securities  and  Exchange  Commission. 

(5)  "Company"  means  a  corporation,  a  partnership,  an  associa- 
tion, a  joint-stock  company,  a  trust,  or  any  organized  group  of 
persons,  whether  incorporated  or  not;  or  any  receiver,  trustee  in 
bankruptcy,  or  similar  official,  or  any  liquidating  agent  for  any  of 
the  foregoing,  in  his  capacity  as  such. 

(6)  "Convicted"  includes  a  verdict,  judgment,  or  plea  of  guilty, 
or  a  finding  of  guilt  on  a  plea  of  nolo  contendere,  if  such  verdict, 
judgment,  plea,  or  finding  has  not  been  reversed,  set  aside,  or  with- 
drawn, whether  or  not  sentence  has  been  imposed. 

(7)  "Dealer"  means  any  person  regularly  engaged  in  the  business 
of  buying  and  selling  securities  for  his  own  account,  through  a 
broker  or  otherwise,  but  does  not  include  a  bank,  insurance  com- 
pany, or  investment  company,  or  any  person  insofar  as  he  is  engaged 
in  investing,  reinvesting  or  trading  in  securities,  or  in  owning  or 
holding  securities,  for  his  own  account,  either  individually  or  in 
some  fiduciary  capacity,  but  not  as  a  part  of  a  regular  business. 

(8)  "Director"  means  any  director  of  a  corporation  or  any  person 
performing  similar  functions,  with  respect  to  any  organization, 
whether  incorporated  or  unincorporated. 

(9)  "Exchange"  means  any  organization,  association,  or  group  of 
persons,  whether  incorporated  or  unincorporated,  which  constitutes, 
maintains,  or  provides  a  market  place  or  facilities  for  bringing 
together  purchasers  and  sellers  of  securities  or  for  otherwise  per- 
forming with  respect  to  securities  the  functions  commonly  performed 
by  a  stock  exchange  as  that  term  is  generally  understood,  and  includes 
the  market  place  and  the  market  facilities  maintained  by  such 
exchange. 

(10)  "Interstate  commerce"  means  trade,  commerce,  transporta- 
tion, or  communication  among  the  several  States,  or  between  any 
foreign  country  and  any  State,  or  between  any  State  and  any  place 
or  ship  outside  thereof. 

(11)  "Investment  adviser"  means  any  person  who,  for  compensa- 
tion, engages  in  the  business  of  advising  others,  either  directly  or 
through  publications  or  writings,  as  to  the  value  of  securities  or  as  to 
the  advisability  of  investing  in,  purchasing,  or  selling  securities,  or 
who,  for  compensation  and  as  part  of  a  regular  business,  issues  or 
promulgates  analyses  or  reports  concerning  securities;  but  does  not 
include  (A)  a  bank,  or  any  bank  holding  company  as  defined  in  the 
Bank  Holding  Company  Act  of  1956,  which  is  not  an  investment  com- 
pany; (B)  any  lawyer,  accountant,  engineer,  or  teacher  whose  per- 
formance of  such  services  is  solely  incidental  to  the  practice  of  his 
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profession;  (C)  any  broker  or  dealer  whose  performance  of  such 
services  is  solely  incidental  to  the  conduct  of  his  business  as  a  broker 
or  dealer  and  who  receives  no  special  compensation  therefor;  (D)  the 
publisher  of  any  bona  fide  newspaper,  news  magazine  or  business  or 
financial  publication  of  general  and  regular  circulation;  (E)  any 
person  whose  advice,  analyses,  or  reports  relate  to  no  securities  other 
than  securities  which  are  direct  obligations  of  or  obligations  guaranteed 
as  to  principal  or  interest  by  the  United  States,  or  securities  issued 
or  guaranteed  by  corporations  in  which  the  United  States  has  a 
direct  or  indirect  interest  which  shall  have  been  designated  by  the 
Secretary  of  the  Treasury,  pursuant  to  section  3  (a)  (12)  of  the 
Securities  Exchange  Act  of  1934,  as  exempted  securities  for  the  pur- 
poses of  that  Act;  or  (F)  such  other  persons  not  within  the  intent 
of  this  paragraph,  as  the  Commission  may  designate  by  rules  and 
regulations  or  order. 

(12)  "Investment  company",  affiliated  person,  and  "insurance  com- 
pany" have  the  same  meanings  as  in  the  Investment  Company  Act 
of  1940.  "Control"  means  the  power  to  exercise  a  controlling  influence 
over  the  management  or  policies  of  a  company,  unless  such  power  is 
solely  the  result  of  an  official  position  with  such  company. 

(13)  "Investment  supervisory  services"  means  the  giving  of  con- 
tinuous advice  as  to  the  investment  of  funds  on  the  basis  of  the 

individual  needs  of  each  client. 

(14)  "Means  or  instrumentality  of  interstate  commerce"  includes 
any  facility  of  a  national  securities  exchange. 

(15)  "National  securities  exchange"  means  an  exchange  registered 
under  section  6  of  the  Securities  Exchange  Act  of  1934. 

(16)  "Person"  means  a  natural  person  or  a  company. 

(17)  The  term  "person  associated  with  an  investment  adviser" 
means  any  partner,  officer,  or  director  of  such  investment  adviser  (or 
any  person  performing  similar  functions),  or  any  person  directly  or 
indirectly  controlling  or  controlled  by  such  investment  adviser,  in- 
cluding any  employee  of  such  investment  adviser,  except  that  for  the 
purposes  of  section  203  of  this  title  (other  than  subsection  (f) 
thereof),  persons  associated  with  an  investment  adviser  whose  func- 
tions are  clerzcal  or  ministerial  shall  not  be  included  in  the  meaning 

of  such  term.  The  Commission  may  by  rules  and  regulations  classify, 
for  the  purposes  of  any  portion  or  portions  of  this  title,  persons, 
including  employees  controlled  by  an  investment  adviser. 

(18)  "Security"  means  any  note,  stock,  treasury  stock,  bond, 
debenture,  evidence  of  indebtedness,  certificate  of  interest  or  par- 
ticipation in  any  profit-sharing  agreement,  collateral-trust  certificate, 
preorganization  certificate  or  subscription,  transferable  share,  invest- 
ment contract,  voting-trust  certificate,  certificate  of  deposit  for  a 
security,  fractional  undivided  interest  in  oil,  gas,  or  other  mineral 
rights,  or,  in  general,  any  interest  or  instrument  commonly  known 
as  a  "security",  or  any  certificate  of  interest  or  participation  in,  tem- 
porary or  interim  certificate  for,  receipt  for,  guarant}^  of,  or  warrant 
or  right  to  subscribe  to  or  purchase  any  of  the  foregoing. 

(19)  "State"  means  any  State  of  the  United  States,  the  District 
of  Columbia,  Puerto  Rico,  the  Canal  Zone,  the  Virgin  Islands,  or  any 
other  possession  of  the  United  States. 
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(20)  "Underwriter"  means  any  person  who  has  purchased  from  an 
issuer  with  a  view  to,  or  sells  for  an  issuer  in  connection  with,  the 
distribution  of  any  security,  or  participates  or  has  a  direct  or  indirect 
participation  in  any  such  undertaking,  or  participates  or  has  a 
participation  in  the  direct  or  indirect  underwriting  of  any  such 
undertaking;  but  such  term  shall  not  include  a  person  whose  interest 
is  limited  to  a  commission  from  an  underwriter  or  dealer  not  in 
excess  of  the  usual  and  customary  distributor's  or  seller's  commis- 
sion. As  used  in  this  paragraph  the  term  "issuer"  shall  include  in 
addition  to  an  issuer,  any  person  directly  or  indirectly  controlling  or 
controlled  by  the  issuer,  or  any  person  under  direct  or  indirect 
common  control  with  the  issuer. 

(21)  "Securities  Act  of  1933",  "Securities  Exchange  Act  of  1934", 
"Public  Utility  Holding  Company  Act  of  1935",  and  "Trust  Inden- 
ture Act  of  1939",  mean  those  Acts,  respectively,  as  heretofore  or 
hereafter  amended. 

(b)  No  provision  in  this  title  shall  apply  to,  or  be  deemed  to 
include,  the  United  States,  a  State,  or  any  political  subdivision  of  a 
State,  or  any  agency,  authority,  or  instrumentality  of  any  one  or 
more  of  the  foregoing,  or  any  corporation  which  is  wholly  owned 
directly  or  indirectly  by  any  one  or  more  of  the  foregoing,  or  any 
officer,  agent,  or  employee  of  any  of  the  foregoing  acting  as  such  in 
the  course  of  his  official  duty,  unless  such  provision  makes  specific 
reference  thereto. 

REGISTRATION   OF  INVT:STMENT  ADVISERS 

Sec.  203.  (a)  Except  as  provided  in  subsection  (b),  it  shall  be 
unlawful  for  any  investment  adviser,  unless  registered  under  this 
section,  to  make  use  of  the  mails  or  any  means  or  instrumentality  of 
interstate  commerce  in  connection  with  his  or  its  business  as  an  in- 
vestment adviser. 

(b)  The  provisions  of  subsection  (a)  shall  not  apply  to — 

(1)  any  investment  adviser  all  of  whose  clients  are  residents 
of  the  State  within  which  such  investment  adviser  maintains  his 
or  its  principal  office  and  place  of  business,  and  who  does  not 
furnish  advice  or  issue  analyses  or  reports  with  respect  to  secu- 
rities listed  or  admitted  to  unlisted  trading  privileges  on  any 
national  securities  exchange ; 

(2)  any  investment  adviser  whose  only  clients  are  insurance 
companies;  or 

(3)  any  investment  adviser  who  during  the  course  of  the  pre- 
ceding twelve  months  has  had  fewer  than  fifteen  clients  and  who 
neither  holds  himself  out  generally  to  the  public  as  an  investment 
adviser  nor  acts  as  an  investment  adviser  to  any  investment  com- 
pany registered  under  title  I  of  this  Act. 

(c)  (1)  An  investment  adviser,  or  any  person  who  presently  con- 
templates becoming  an  investment  adviser,  may  be  registered  by  filing 
with  the  Commission  an  application  for  registration  in  such  form  and 
containing  such  of  the  following  information  and  documents  as  the 
Commission,  by  rule,  may  prescribe  as  necessary  or  appropriate  in  the 
public  interest  or  for  the  protection  of  investors : 

(A)  the  name  and  form  of  organization  under  which  the  in- 
vestment adviser  engages  or  intends  to  engage  in  business;  the 


297 

name  of  the  State  or  other  sovereign  power  under  which  such 
investment  adviser  is  organized;  the  location  of  his  or  its  prin- 
cipal business  office  and  branch  offices,  if  any;  the  names  and 
addresses  of  his  or  its  partners,  officers,  directors,  and  persons 
performing  similar  functions  or,  if  such  an  investment  adviser 
be  an  individual,  of  such  individual;  and  the  number  of  his  or 
its  employees; 

(B)  the  education,  the  business  affiliations  for  the  past  ten 
years,  and  the  present  business  affiliations  of  such  investment 
adviser  and  of  his  or  its  partners,  officers,  directors,  and  persons 
performing  similar  functions  and  of  any  controlling  person 
thereof ; 

(C)  the  nature  of  the  business  of  such  investment  adviser, 
including  the  manner  of  giving  advice  and  rendering  analyses 
or  reports ; 

(D)  a  balance  sheet  certified  by  an  independent  public  account- 
ant and  other  financial  statements  (which  shall,  as  the  Commission 
specifies,  be  certified)  ; 

(E)  the  nature  and  scope  of  the  authority  of  such  investment 
adviser  with  respect  to  clients'  funds  and  accounts ; 

(F)  the  basis  or  bases  upon  which  such  investment  adviser  is 
compensated ; 

(G)  whether  such  investment  adviser,  or  any  person  associ- 
ated with  such  investment  adviser,  is  subject  to  any  disqualifica- 
tion which  would  be  a  basis  for  denial,  suspension,  or  revocation 
of  registration  of  such  investment  adviser  under  the  provisions  of 
subsection  (e)  of  this  section;  and  -  / 

(H)  a  statement  as  to  whether  the  principal  business  of  such 
investment  adviser  consists  or  is  to  consist  of  acting  as  invest- 
ment adviser  and  a  statement  as  to  whether  a  substantial  part 
of  the  business  of  such  investment  adviser,  consists  or  is  to  consist 
of  rendering  investment  supervisory  services. 
(2)  Within  forty-five  days  of  the  date  of  the  filing  of  such  appli- 
cation (or  within  such  longer  period  as  to  which  the  applicant  con- 
sents) the  Commission  shall — 

(A)  by  order  grant  such  registration ;  or 

(B)  institute  proceedings  to  determine  whether  registration 
should  be  denied.  Such  proceedings  shall  include  notice  of  the 
grounds  for  denial  under  consideration  and  opportunity  for  hear- 
ing and  shall  be  concluded  within  one  hundred  twenty  days  of 
the  date  of  the  filing  of  the  application  for  registration.  At  the 
conclusion  of  such  proceedings  the  Commission,  by  order,  shall 
grant  or  deny  such  registration.  The  Commission  may  extend 
the  time  for  conclusion  of  such  proceedings  for  up  to  ninety  days 
if  it  finds  good  cause  for  such  extension  and  publishes  its  reasons 
for  so  finding  or  for  such  longer  period  as  to  which  the  applicant 
consents. 

The  Commission  shall  grant  such  registration  if  the  Commission  finds 
that  the  requirements  of  this  section  are  satisfied.  The  Commission 
shall  deny  such  registration  if  it  does  not  make  such  a  finding  or  if 
it  finds  that  if  the  applicant  were  so  registered,  its  registration  would 
be  subject  to  suspension  or  revocation  under  subsection  (e)  of  this 
section. 
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(d)  Any  provision  of  this  title  (other  than  subsection  (a)  of  this 
section)  which  prohibits  any  act,  practice,  or  course  of  business  if 
the  mails  or  any  means  or  instrumentality  of  interstate  commerce 
are  used  in  connection  therewith  shall  also  prohibit  any  such  act, 
practice,  or  course  of  business  by  any  investment  adviser  registered 
pursuant  to  this  section  or  any  person  acting  on  behalf  of  such  an 
investment  adviser,  irrespective  of  any  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce  in  connection  therewith. 

(e)  The  Commission,  by  order,  shall  censure,  place  limitations  on 
the  activities,  functions,  or  operations  of,  suspend  for  a  period  not 
exceeding  twelve  months,  or  revoke  the  registration  of  any  inve.stment 
adviser  if  it  finds,  on  the  record  after  notice  and  opportunity  for  hear- 
ing, that  such  censure,  placing  of  limitations,  suspension,  or  revoca- 
tion is  in  the  public  interest  and  that  such  investment  adviser,  or  any 
person  associated  with  sucli  investment  adviser,  whether  prior  to  or 
subsequent  to  becoming:  so  associated — 

(1)  has  willfully  made  or  caused  to  be  made  in  any  application 
for  registration  or  report  required  to  be  filed  with  the  Commis- 
sion under  this  title,  or  in  any  proceeding  before  the  Commission 
with  respect  to  registration,  any  statement  which  was  at  the  time 
and  in  the  light  of  the  circumstances  under  which  it  was  made 
false  or  misleading  with  respect  to  any  material  fact,  or  has 
omitted  to  state  in  any  such  application  or  report  any  material 
fact  which  is  required  to  be  stated  therein. 

(2)  has  been  convicted  within  ten  years  preceding  the  filing 
of  any  application  for  registration  or  at  any  time  thereafter  of 
any  felony  or  misdemeanor  which  the  Commission  finds — 

(A)  involves  the  purchase  or  sale  of  any  security,  the 
taking  of  a  false  oath,  the  making  of  a  false  report,  bribery, 
perjury,  burglary,  or  conspiracy  to  commit  any  such  offense; 

(B)  arises  out  of  the  conduct  of  the  business  of  a  broker, 
dealer,  municipal  securities  dealer,  investment  adviser,  bank, 
insurance  companv,  or  fiduciary ; 

(C)  involves  the  larcenv,  theft,  robbery,  extortion,  for- 
gery, counterfeitinof,  fraudulent  concealment,  embezzlement, 
fraudulent  conversion,  or  misappropriation  of  funds  or  secu- 
rities; or 

(D)  involves  the  violation  of  section  152,  1341,  1842,  or 
1343  or  chapter  25  or  47  of  title  18,  United  States  Code. 

(3)  is  permanently  or  temporarily  enjoined  bv  order,  judg- 
ment, or  decree  of  anv  court  of  comnetent  jurisdiction  from  acting 
as  an  investment  adviser,  underwriter,  broker,  dealer,  or  munici- 
pal securities  dealer,  or  as  an  affiliated  person  or  employee  of  any 
investment  company,  bank,  or  insurance  company,  or  from  engag- 
ing in  or  continuing  any  conduct  or  practice  in  connection  with 
any  such  activity,  or  in  connection  with  the  purchase  or  sale  of 
any  security. 

(4)  has  willfully  violated  any  provision  of  the  Securities  Act 
of  1933,  the  Securities  Exchange  Act  of  1934,  the  Investment 
Company  Act  of  1940,  this  title,  or  the  rules  or  regulations  under 
anv  such  statutes  or  anv  rule  of  the  Municipal  Securities  Rule- 
making Board,  or  is  unable  to  comply  with  any  such  provision. 

(5)  has  willfully  aided,  abetted,  counseled,  commanded,  in- 
duced, or  procured  the  violation  by  any  other  person  of  any  pro- 
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vision  of  the  Securities  Act  of  1933,  the  Securities  Exchange  Act 
of  1934,  the  Investment  Company  Act  of  1940,  this  title,  the  rules 
or  regulations  under  any  of  such  statutes,  or  the  rules  of  the 
Municipal  Securities  Rulemaking  Board,  or  has  failed  reasonably 
to  supervise,  with  a  view  to  preventing  violations  of  the  provisions 
of  such  statutes,  rules,  and  regulations,  another  person  who  com- 
mits such  a  violation,  if  such  other  person  is  subject  to  his  super- 
vision. For  the  purposes  of  this  paragraph  (5)  no  person  shall 
be  deemed  to  have  failed  reasonably  to  supervise  any  person,  if — 

(A)  there  have  been  established  procedures,  and  a  sys- 
tem for  applying  such  procedures,  which  would  reasonably  be 
expected  to  prevent  and  detect,  insofar  as  practicable,  any 
such  violation  by  such  other  person,  and 

(B)  such  person  has  reasonably  discharged  the  duties  and 
obligations  incumbent  upon  him  by  reason  of  such  procedures 
and  system  without  reasonable  cause  to  believe  that  such  pro- 
cedures and  system  were  not  being  complied  with. 

(6)  is  subject  to  an  order  of  the  Commission  entered  pursu- 
ant to  subsection  (f)  of  this  section  barring  or  suspending  the 
rififht  of  such  person  to  be  associated  with  an  investment  adviser 
which  order  is  in  effect  with  respect  to  such  person, 
(f )  The  Commission,  by  order  shall  censure  or  place  limitations  on 
the  acti\'ities  of  any  person  assocdated  or  seeking  to  become  associated 
with  an  investment  adviser,  or  suspend  for  a  period  not  exceeding 
twelve  months  or  bar  any  such  person  from  being  associated  with  an 
investment  ad\'iser,  if  the  Commission  finds,  on  the  record  after  notice 
and  opportunity  for  hearing,  that  such  censure,  placing  of  limitations, 
suspension,  or  bar  is  in  the  public  interest  and  that  such  person  has 
committed  or  omitted  any  act  or  omission  enumerated  in  paragraph 
(1),  (4).  or  (5)  of  subsection  (e)  of  this  section  or  has  been  convicted 
of  any  offense  specified  in  paragraph  (2)  of  said  subsection  (e)  within 
ten  years  of  the  commencement  of  the  proceedings  under  this  subsec- 
tion, or  is  enjoined  from  any  action,  conduct,  or  practice  specified  in 
paragraph  (3)  of  said  subsection  (e).  It  shall  be  unlawful  for  any 
person  as  to  whom  such  an  order  suspending  or  barring  him  from 
being  associated  with  an  investment  adviser  is  in  effect  willfully  to 
become,  or  to  be,  associated  with  an  investment  adviser  without  the 
consent  of  the  Commission,  and  it  shall  be  unlawful  for  any  investment 
adviser  to  permit  such  a  person  to  become,  or  remain,  a  person  asso- 
ciated with  him  without  the  consent  of  the  Commission,  if  such  invest- 
ment adviser  knew,  or  in  the  exercise  of  reasonable  care,  should  have 
known,  of  such  order. 

(g)  Any  successor  to  the  business  of  an  investment  adviser  regis- 
tered under  this  section  shall  be  deemed  likewise  registered  here- 
under, if  within  thirty  days  from  its  succession  to  such  business  it 
shall  file  an  application  for  reo^istration  under  this  section,  unless  and 
until  the  Commission,  pursuant  to  subsection  f  d)  of  this  section,  shall 
deny  registration  to  or  revoke  or  suspend  the  registration  of  such 
successor. 

(h)  Any  person  registered  under  this  section  may,  upon  such 
terms  and  conditions  as  the  Commission  finds  necessary  in  the  public 
interest  or  for  the  protection  of  investors,  withdraw  from  registra- 
tion by  filing  a  written  notice  of  withdrawal  with  the  Commission. 
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If  the  Commission  finds  that  any  person  registered  under  this  section, 
or  who  has  pending  an  application  for  registration  filed  under  this 
section,  is  no  longer  in  existence  or  is  not  engaged  in  business  as  an 
investment  adviser,  the  Commission  shall  by  order  cancel  the  regis- 
tration of  such  person. 

ANNUAL  AND  OTHER  REPORTS 

Sec.  204.  Every  investment  adviser  who  makes  use  of  the  mails  or 
of  any  means  or  instrumentality  of  interstate  commerce  in  connection 
with  his  or  its  business  as  an  investment  adviser  (other  than  one 
specifically  exempted  from  registration  pursuant  to  section  203(b) 
of  this  title),  shall  make  and  keep  for  prescribed  periods  such  records 
(as  defined  in  section  3(a)  (37)  of  the  Securities  Exchange  Act  of 
1934),  furnish  such  copies  thereof,  and  make  and  disseminate  such 
reports  as  the  Commission,  by  rule,  may  prescribe  as  necessary  or 
appropriate  in  the  public  interest  or  for  the  protection  of  investors. 
All  records  (as  so  defined)  of  sudi  investment  advisers  are  subject 
at  any  time,  or  from  time  to  time,  to  such  reasonable  periodic,  special, 
or  other  examinations  by  representatives  of  the  Commission  as  the 
Commission  deems  necessary  or  appropriate  in  the  public  interest 
or  for  the  protection  of  investors. 

INVESTMENT  ADVISORY  CONTRACTS 

Sec.  205.  No  investment  adviser,  unless  exempt  from  registration 
pursuant  to  section  203(b),  shall  make  use  of  the  mails  or  any  means 
or  instrumentality  of  interstate  commerce,  directly  or  indirectly,  to 
enter  into,  extend,  or  renew  any  investment  advisory  contract,  or  in 
any  way  to  perform  any  investment  advisory  contract  entered  into, 
extended,  or  renewed  on  or  after  the  effective  date  of  this  title,  df  such 
contract — 

(1)  provides  for  compensation  to  the  investment  adviser  on 
the  basis  of  a  share  of  capital  gains  upon  or  capital  a/ppreciation 
of  the  funds  or  any  portion  of  the  funds  of  the  client ; 

(2)  fails  to  provide,  in  substance,  that  no  assignment  of 

such  contract  shall  be  made  by  the  investment  adviser  without  the 
consent  of  the  other  party  to  the  contract;  or 

(3)  fails  to  provide,  in  substance,  that  the  investment  adviser 
if  a  partnership,  will  notify  the  other  party  to  the  contract  of  any 
change  in  the  membership  of  such  partnership  within  a  reason- 
able time  after  such  change. 

Paragraph  (1)  of  this  section  shall  not  (A)  be  construed  to  prohibit 
an  investment  advisory  contract  which  provides  for  compensation 
based  upon  the  total  value  of  a  fund  averaged  over  a  definite  period, 
or  as  of  definite  dates,  or  taken  as  of  a  definite  date,  or  (B)  apply 
to  an  investment  advisory  contract  with — 

(i)  an  investment  company  registered  under  title  I  of  this 

Act,  or 

(ii)  any  other  person  (except  a  trust,  collective  trust  fund  or 

separate  account  referred  to  in  section  3(c)  (11)  of  title  I  of  this 

Act) ,  provided  that  the  contract  relates  to  the  investment  of  assets 

in  excess  of  $1  million, 
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which  contract  provides  for  compensation  based  on  the  asset  value  of 
the  company  or  fund  under  management  averaged  over  a  specified 
period  and  increasing  and  decreasing  proportionately  witih  the  invest- 
ment performance  of  the  company  or  fund  over  a  specified  period 
in  relation  to  the  investment  record  of  an  appropriate  index  of  securi- 
ties prices  or  such  other  measure  of  investment  performance  as  the 
Commission  by  rule,  regulation,  or  order  may  specify.  For  purposes 
of  clause  (B)  of  the  preceding  sentence,  the  point  from  which  increases 
and  decreases  in  compensation  are  measured  shall  be  the  fee  which  is 
paid  or  earned  when  the  investment  performance  of  such  company 
or  fund  is  equivalent  to  that  of  the  index  or  other  measure  of  perform- 
ance, and  an  index  of  securities  prices  shall  be  deemed  appropriate 
unless  the  Commission  by  order  shall  determine  otherwise.  As  used 
in  paragraphs  (2)  and  (3)  of  this  section,  "investment  advisory  con- 
tract" means  any  contract  or  agreement  whereby  a  person  agrees  to 
act  as  investment  adviser  or  to  manage  any  investment  or  trading 
account  of  another  person  other  than  an  investment  company  regis- 
tered under  title  I  of  this  Act. 

PROHIBrrED  TRANSACTIONS  BY  REGISTERED  INVESTMENT  ADVISERS 

Sec.  206.  It  shall  be  imlawful  for  any  investment  adviser,  by  use 
of  the  mails  or  any  means  or  instrumentality  of  interstate  commerce, 
directly  or  indirectly — 

(1)  to  employ  any  device,  scheme,  or  artifice  to  defraud  any 
client  or  prospective  client ; 

(2)  to  engage  in  any  transaction,  practice,  or  course  of  busi- 
ness which  operates  as  a  fraud  or  deceit  upon  any  client  or  pro- 
spective client: 

(3)  acting  as  principal  for  his  own  account,  knowingly  to  sell 
any  security  to  or  purchase  any  security  from  a  client,  or  acting 
as  broker  for  a  person  other  than  such  client,  knowingly  to  effect 
any  sale  or  purchase  of  any  security  for  the  account  of  such  client, 
without  disclosing  to  such  client  in  writing  before  the  completion 
of  such  transaction  the  capacity  in  which  he  is  acting  and  obtain- 
ing the  consent  of  the  client  to  such  transaction.  The  prohibitions 
of  this  paragraph  (3)  shall  not  apply  to  any  transaction  with  a 
customer  of  a  broker  or  denier  if  pnch  broker  or  dealer  is  not  acting 
as  an  investment  adviser  in  relation  to  such  transaction ; 

(4)  to  engage  in  any  act,  practice,  or  course  of  business  which 
is  fraudulent,  deceptive,  or  manipulative.  The  Commission  ^hall, 
for  the  purposes  of  this  paragraph  (4)  by  rules  and  regulations 
define,  and  prescribe  means  reasonably  designed  to  prevent,  such 
acts,  practices,  and  courses  of  business  as  are  fraudulent,  decep- 
tive, or  manipulative. 

EXEMPTIONS 

Sec.  206 a.  The  Commission,  by  rules  and  regulations,  upon  its  own 
motion,  or  by  order  upon  application,  may  conditionally  or  uncondi- 
tionally exempt  any  person  or  transaction,  or  any  class  or  classes  of 
persons,  or  transactions,  from  any  provision  or  provisions  of  this  title 
or  of  any  rule  or  regulation  thereunder,  if  and  to  the  extent  that  such 
exemption  is  necessary  or  appropriate  in  the  public  interest  and  con- 
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sistent  with  the  protection  of  investors  and  the  purposes  fairly  in- 
tended by  the  policy  and  provisions  of  this  title. 

MATERIAL  MISSTATEMENTS 

Sec.  207.  It  shall  be  unlawful  for  any  person  willfully  to  make  any 
untrue  statement  of  n  material  fact  in  any  registration  application  or 
report  filed  with  the  Commission  under  section  203  or  204,  or  willfully 
to  omit  to  state  in  any  such  application  or  report  any  material  fact 
which  is  required  to  be  stated  therein. 

GENERAL   PROHIBITIONS 

Sec.  208.  (a)  It  shall  be  unlawful  for  any  person  registered  under 
section  203  of  this  title  to  represent  or  imply  in  any  manner  whatso- 
ever that  such  person  lias  been  sponsored,  recommended,  or  approved, 
or  that  his  abilities  or  qualifications  have  in  any  respect  been  passed 
upon  by  the  United  States  or  any  agency  or  any  officer  thereof. 

(b)  No  provision  of  subsection  (a)  shall  be  construed  to  prohibit  a 
statement  that  a  person  is  registered  under  this  title  or  under  the 
Securities  Exchange  Act  of  1934,  if  such  statement  is  true  in  fact 
and  if  the  effect  of  such  registration  is  not  misrepresented. 

(c)  It  shall  be  unlawful  for  any  person  registered  under  section. 
203  of  this  title  to  represent  that  he  is  an  investment  counsel  or  to  use 
the  name  "investment  counsel"  as  descriptive  of  his  business  unless  (1) 
his  or  its  principal  business  consists  of  acting  as  investment  adviser, 
and  (2)  a  substantial  part  of  his  or  its  business  consists  of  rendering 
investment  supervisory  services. 

(d)  It  shall  be  unlawful  for  any  person  indirectly,  or  through  or 
by  any  other  person,  to  do  any  act  or  thing  which  it  would  be  unlaw- 
ful for  such  person  to  do  directly  under  the  provisions  of  this  title  or 
any  rule  or  regulation  thereunder. 

ENFORCEMENT   OF   TITLE 

Sec.  209.  (a)  Whenever  it  shall  appear  to  the  Commission,  either 
upon  complaint  or  otherwise,  that  the  provisions  of  this  title  or  of 
any  rule  or  regulation  prescribed  under  the  authority  thereof,  have 
been  or  are  about  to  be  violated  by  any  person,  it  may  in  its  discre- 
tion require,  and  in  any  event  shall  permit,  such  person  to  file  with 
it  a  statement  in  writing,  under  oath  or  otherwise,  as  to  all  the  facts 
and  circumstances  relevant  to  such  violation,  and  may  otherwise 
investigate  all  such  facts  and  circumstances. 

(b)  For  the  purposes  of  any  investigation  or  any  proceeding  under 
this  title,  any  member  of  the  Commission  or  any  officer  thereof  desig- 
nated by  it  is  empowered  to  administer  oaths  and  affirmations,  subpena 
witnesses,  compel  their  attendance,  take  evidence,  and  require  the 
production  of  any  books,  papers,  correspondence,  memoranda,  con- 
tracts, agreements,  or  other  records  which  are  relevant  or  material  to 
the  inquiry.  Such  attendance  of  witnesses  and  the  production  of  any 
such  records  may  be  required  from  any  place  in  any  State  or  in  any 
Territory  or  other  place  subject  to  the  jurisdiction  of  the  United  States 
at  any  designated  place  of  hearing. 

(c)  In  case  of  contumacy  by,  or  refusal  to  obey  a  subpena  issued 
to,  any  person,  the  Commission  may  invoke  the  aid  of  any  court  of 
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the  United  States  within  the  jurisdiction  of  which  such  investiga- 
tion or  proceeding  is  carried  on,  or  where  such  person  resides  or 
carries  on  business,  in  requiring  the  attendance  and  testimony  of 
witnesses  and  the  production  of  books,  papers,  correspondence, 
memoranda,  contracts,  agreements,  and  other  records.  And  such 
court  may  issue  an  order  requiring  such  person  to  appear  before  the 
Commission  or  member  or  officer  designated  by  the  Commission, 
there  to  produce  records,  if  so  ordered,  or  to  give  testimony  touching 
the  matter  under  investigation  or  in  question ;  and  any  failure  to  obey 
such  order  of  the  court  may  be  punished  by  such  court  as  a  con- 
tempt thereof.  All  process  in  any  such  case  may  be  served  in  the 
judicial  district  whereof  such  person  is  an  inhabitant  or  wherever 
he  may  be  found.  Any  person  who  without  just  cause  shall  fail  or 
refuse  to  attend  and  testify  or  to  answer  any  lawful  inquiry  or  to 
produce  books,  papers,  correspondence,  memoranda,  contracts,  agree- 
ments, or  other  records,  if  in  his  or  its  power  so  to  do,  in  obe- 
dience to  the  subpena  of  the  Commission,  shall  be  guilty  of  a  mis- 
demeanor, and  upon  conviction  shall  be  subject  to  a  fine  or  not 
more  than  $1,000  or  to  imprisonment  for  a  term  of  not  more  than 
one  year,  or  both. 

(d)  Repealed.  Pub.  Law  91-452 ;  84  Stat.  929. 

(e)  Whenever  it  shall  appear  to  the  Commission  that  any  person  has 
engaged,  is  engaged,  or  is  about  to  engage  in  any  act  or  practice  con- 
stituting a  violation  of  any  provision  of  this  title,  or  of  any  rule,  regu- 
lation, or  order  hereunder,  or  that  any  person  has  aided,  abetted,  coun- 
seled, commanded,  induced,  or  procured,  is  aiding,  abetting,  counsel- 
ing, commanding,  inducing,  or  procuring,  or  is  about  to  aid,  abet, 
counsel,  command,  induce,  or  procure  such  a  violation,  it  may  in  its  dis- 
cretion bring  an  action  in  the  proper  district  court  of  the  United  States, 
or  the  proper  United  States  court  of  any  Territory  or  other  place 
subject  to  the  jurisdiction  of  the  United  States,  to  enjoin  such  acts  or 
practices  and  to  enforce  compliance  with  this  title  or  any  rule,  regu- 
lation, or  order  hereunder.  Upon  a  showing  that  such  person  has 
engaged,  is  engaged,  or  is  about  to  engage  in  any  such  act  or  practice, 
or  in  aiding,  abetting,  counseling,  commanding,  inducing,  or  procur- 
ing any  such  act  or  practice,  a  permanent  or  temporary  injunction  or 
decree  or  restraining  order  shall  be  granted  without  bond.  The  Com- 
mission may  transmit  such  evidence  as  may  be  available  concerning 
any  violation  of  the  provisions  of  this  title,  or  of  any  rule,  regulation, 
or  order  thereunder,  to  the  Attorney  General,  who,  in  his  discretion, 
may  institute  the  appropriate  criminal  proceedings  under  this  title. 

puBLicrr? 

Sec.  210.  (a)  The  information  contained  in  any  registration  appli- 
cation or  report  or  amendment  thereto  filed  with  the  Commission  pur- 
suant to  any  provision  of  this  title  shall  be  made  available  to  the  pub- 
lic, unless  and  except  insofar  as  the  Commission,  by  rules  and  regula- 
tions upon  its  own  motion,  or  by  order  upon  application,  finds  that 
public  disclosure  is  either  necessary  nor  appropriate  in  the  public 
interest  or  for  the  protection  of  investors.  Photostatic  or  other  copies 
of  information  contained  in  documents  filed  with  the  Commission 
under  this  title  and  made  available  to  the  public  shall  be  furnished  to 
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any  person  at  such  reasonable  charge  and  under  such  reasonable  limi- 
tations as  to  the  Commission  shall  prescribe. 

(b)  Subject  to  the  provisions  of  subsections  (c)  and  (e)  of  sec- 
tion 209,  the  Commission,  or  any  member,  officer,  or  employee  thereof, 
shall  not  make  public  the  fact  that  any  examination  or  investigation 
under  this  title  is  being  conducted,  or  the  results  of  or  any  facts 
ascertained  during  any  such  examination  or  investigation;  and  no 
member,  officer,  or  employee  of  the  Commission  shall  disclose  to  any 
person  other  than  a  member,  officer,  or  employee  of  the  Commission 
any  information  obtained  as  a  result  of  any  such  examination  or 
investigation  except  with  the  approval  of  the  Commission.  The  pro- 
visions of  this  subsection  shall  not  apply — 

(1)  in  the  case  of  any  hearing  which  is  public  under  the  pro- 
visions of  section  212 ;  or 

(2)  in  the  case  of  a  resolution  or  request  from  either  House 
of  Congress. 

(c)  No  provision  of  this  title  shall  be  construed  to  require,  or  to 
authorize  the  Commission  to  require  any  investment  adviser  engaged 
in  rendering  investment  suj^ervisory  services  to  disclose  the  identity, 
investments,  or  affairs  of  any  client  of  such  investment  adviser,  ex- 
cept insofar  as  such  disclosure  may  be  necessary  or  appropriate  in 
a  particular  proceeding  or  investigation  having  as  its  object  the  en- 
forcement of  a  provision  or  provisions  of  this  title. 

RULES,    REGULATIONS,    AND    ORDERS 

Sec.  211.  (a)  The  Commission  shall  have  authority  from  time  to 
time  to  make,  issue,  amend,  and  rescind  such  rules  and  regulations  and 
such  orders  as  are  necessary  or  appropriate  to  the  exercise  of  the  func- 
tions and  powers  conferred  upon  the  Commission  elsewhere  in  this 
title.  For  the  purposes  of  its  rules  or  regulations  the  Commission  may 
classify  persons  and  matters  within  its  jurisdiction  and  prescribe  dif- 
ferent requirements  for  different  classes  of  persons  or  matters. 

(b)  Subject  to  the  provisions  of  the  Federal  Register  Act  and 
regulations  prescribed  under  the  authority  thereof,  the  rules  and 
regulations  of  the  Commission  under  this  title,  and  amendments 
thereof,  shall  be  effective  upon  publication  in  the  manner  which  the 
Commission  shall  prescribe,  or  upon  such  later  date  as  may  be  provided 
in  such  rules  and  regulations. 

(c)  Orders  of  the  Commission  under  this  title  shall  be  issued  only 
after  appropriate  notice  and  opportunity  for  hearing.  Notice  to  the 
parties  to  a  proceeding  before  the  Commission  shall  be  given  by  per- 
sonal service  upon  each  party  or  by  registered  mail  or  certified  mail 
or  confirmed  telegraphic  notice  to  the  party's  last  known  business 
address.  Notice  to  interested  persons,  if  any,  other  than  parties  may  be 
given  in  the  same  manner  or  by  publication  in  the  Federal  Register. 

(d)  No  provision  of  this  title  imposing  any  liability  shall  apply 
to  any  act  done  or  omitted  in  good  faith  in  conformity  with  any 

rule,  regulation,  or  order  of  the  Comimission,  notwithstanding  that 
such  rule,  regulation,  or  order  may,  after  such  act  or  omission,  be 
amended  or  rescinded  or  be  determined  by  judicial  or  other  authority 
to  be  invalid  for  any  reason. 
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HEARINGS 

Sec.  212.  Hearings  may  be  public  and  may  be  held  before  the  Com- 
mission, any  member  or  members  thereof,  or  any  officer  or  officers 
of  the  Commission  designated  by  it,  and  appropriate  records  thereof 
shall  be  kept. 

COURT    RE\TEW    OF    ORDERS 

Sec.  213.  (a)  Any  person  or  party  aggrieved  by  an  order  issued 
by  the  Commission  under  this  title  may  obtain  a  review  of  such 
order  in  the  court  of  appeals  of  the  United  States  within  any 
circuit  wherein  such  person  resides  or  has  his  principal  place  of 
business,  or  in  the  United  States  Court  of  Appeals  for  the  District 
of  Columbia,  by  filing  in  such  court,  within  sixty  days  after  the 
entry  of  such  order,  a  written  petition  praying  that  the  order  of  the 
Commission  be  modified  or  set  aside  in  whole  or  in  part.  A  copy  of 
such  petition  shall  be  forthwith  transmitted  by  the  clerk  of  the  court 
to  any  member  of  the  Commission,  or  any  officer  thereof  designated  by 
the  Commission  for  that  purpose,  and  thereupon  the  Commission  shall 
file  in  the  court  the  record  upon  which  the  order  complained  of  was 
entered,  as  provided  in  section  2112  of  title  28,  United  States  Code. 
Upon  the  filing  of  such  petition  such  court  shall  have  jurisdiction, 
which  upon  the  filing  of  the  record  shall  be  exclusive,  to  affirm,  modify, 
or  set  aside  such  order,  in  whole  or  in  part.  No  objection  to  the  order 
of  the  Commission  shall  be  considered  by  the  court  unless  such  objec- 
tion shall  have  been  urged  before  the  Commission  or  unless  there  were 
reasonable  grounds  for  failure  so  to  do.  The  findings  of  the  Commis- 
sion as  to  the  facts,  if  supported  by  substantial  evidence,  shall  be  con- 
clusive. If  application  is  made  to  the  court  for  leave  to  adduce 
additional  evidence,  and  it  is  shown  to  the  satisfaction  of  the  court 
that  such  additional  evidence  is  material  and  that  there  were  reason- 
able grounds  for  failure  to  adduce  such  evidence  in  the  proceeding 
before  the  Commission,  the  court  may  order  such  additional  evidence 
to  be  taken  before  the  Commission  and  to  be  adduced  upon  the  hearing 
in  such  manner  and  upon  such  terms  and  conditions  as  to  the 
court  may  seem  proper.  The  Commission  may  modify  its  findings  as 
to  the  facts  by  reason  of  the  additional  evidence  so  taken,  and  it 
shall  file  with  the  court  such  modified  or  new  findings,  which,  if 
supported  by  substantial  evidence,  shall  be  conclusive,  and  its  rec- 
ommendation, if  any,  for  the  modification  or  setting  aside  of  the 
original  order.  The  judgment  and  decree  of  the  court  affirming,  modi- 
fying, or  setting  aside,  in  whole  or  in  part,  any  such  order  of  the 
Commission  shall  be  final,  subject  to  review  by  the  Supreme  Court  of 
the  United  States  upon  certiorari  or  certification  as  provided  in  sec- 
tions 239  and  240  of  the  Judicial  Code,  as  amended. 

(b)  The  commencement  of  proceedings  under  subsection  (a)  shall 
not,  unless  specifically  ordered  by  the  court,  operate  as  a  stay  of  the 
Commission's  order. 

jurisdiction  of  offenses  and  suits 

Sec.  214.  The  district  courts  of  the  United  States  and  the  United 
States  courts  of  any  Territory  or  other  place  subject  to  the  jurisdic- 
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tion  of  the  United  States  shall  have  jurisdiction  of  violations  of  this 
title  or  the  rules,  regulations,  or  orders  thereunder,  and,  concurrently 
with  State  and  Territorial  courts,  of  all  suits  in  equity  to  enjoin  any 
violation  of  this  title  or  the  rules,  regulations,  or  orders  thereunder. 
Any  criminal  proceeding  may  be  brought  in  the  district  wherein  any 
act  or  transaction  constituting  the  violation  occurred.  Any  suit  or 
action  to  enjoin  any  violation  of  this  title  or  rules,  regulations,  or  or- 
ders thereunder,  may  be  brought  in  any  such  district  or  in  the  dis- 
trict wherein  the  defendant  is  an  inhabitant  or  transacts  business, 
and  process  in  such  cases  may  be  served  in  any  district  of  which  the 
defendant  is  an  inhabitant  or  transacts  business  or  wherever  the 
defendant  may  be  found.  Judgments  and  decrees  so  rendered  shall 
be  subject  to  review  as  provided  in  sections  128  and  240  of  the  Judi- 
cial Code,  as  amended,  and  section  7,  as  amended,  of  the  Act  entitled 
"An  Act  to  establish  a  court  of  appeals  for  the  District  of  Columbia", 
approved  February  9,  1893.  No  costs  shall  be  assessed  for  or  asrainst 
the  Commission  in  any  proceeding  under  this  title  brought  by  or 
against  the  Commission  in  any  court. 

VALIDITY  OF  CONTRACTS 

Sec.  215.  (a)  Any  condition,  stipulation,  or  provision  binding  any 
person  to  waive  compliance  with  any  provision  of  this  title  or  with 
any  rule,  regulation,  or  order  thereunder  shall  be  void. 

(b)  Every  contract  made  in  violation  of  any  provision  of  this  title 
and  every  contract  heretofore  or  hereafter  made,  the  performance  of 
which  involves  the  violation  of,  or  the  continuance  of  any  relationship 
or  practice  in  violation  of  any  provision  of  this  title,  or  any  rule, 
regulation,  or  order  thereunder,  shall  be  void  (1)  as  regards  the  rights 
of  anv  person  who,  in  violation  of  any  such  provision,  rule,  regulation, 
or  order,  shall  have  made  or  enc:aged  in  the  performance  of  any  such 
contract,  and  (2)  as  regards  the  rights  of  any  person  who,  not  being 
a  party  to  such  contract,  shall  have  acquired  any  right  thereunder  with 
actual  knowledge  of  the  facts  by  reason  of  which  the  making  or  per- 
formance of  such  contract  was  in  violation  of  any  such  provision. 

ANNUAL  REPORTS  OF  COMMISSION 

Sec.  216.  The  Commission  shall  submit  annually  a  report  to  the 
Congress  covering  the  work  of  the  Commission  for  the  preceding 
year  and  including  such  information,  data,  and  recommendations  for 
further  legisMion  in  connection  with  the  matters  covered  by  this 
title  as  it  may  find  advisable. 

PENALTIES 

Sec.  217.  Any  person  who  willfully  violates  any  provision  of  this 
title,  or  any  rule,  regulation,  or  order  promulgated  by  the  Commis- 
sion under  authority  thereof,  shall,  upon  conviction,  be  fined  not  more 
than  $10,000,  imprisoned  for  not  more  than  five  years,  or  both. 
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EMPLOYEES  OF  THE  COMMISSION 

Sec.  218.  For  the  purposes  of  this  title,  the  Commission  may  select, 
employ,  and  fix  the  compensation  of  such  attorneys,  examiners,  and 
other  experts  as  shall  be  necessary  for  the  transaction  of  the  business 
of  the  Commission  in  respect  of  this  title  without  regard  to  the  pro- 
visions of  other  laws  applicable  to  the  employment  and  compensation 
of  officers  or  employees  of  the  United  States;  and  the  Commission 
may,  subject  to  the  civil-service  laws,  appoint  such  other  officers  and 
employees  as  are  necessary  in  the  execution  of  the  functions  of  the 
Commission  and  fix  their  salaries  in  accordance  with  the  Classification 
Act  of  1923,  as  amended. 

SEPARABILITY  OF  PROVISIONS 

Sec.  219.  If  any  provision  of  this  title  or  the  application  of  such 
provision  to  any  person  or  circumstances  shall  be  held  invalid,  the 
remainder  of  the  title  and  the  application  of  such  provision  to  persons 
or  circumstances  other  than  those  as  to  which  it  is  held  invalid  shall 
not  be  affected  thereby. 

SHORT  TITLE 

Sec.  220.  This  title  may  be  cited  as  the  "Investment  Advisers  Act 
of  1940". 

effective  date 

Sec.  221.  This  title  shall  become  effective  on  November  1, 1940. 

STATE  CONTROL  OF  INVESTMENT  ADVISERS 

Sec.  222.  Nothina^  in  this  title  shall  affect  the  jurisdiction  of  the 
•^curities  commissioner  (or  any  agency  or  officer  performing  like 
functions)  of  any  State  over  any  security  or  any  person  insofar  as  it 
does  not  conflict  with  the  provisions  of  this  title  or  the  rules  and 
regulations  thereunder. 
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